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ASSETS 


Cash, Balances with Banks 
Money call 


Govt. semi-Govt. Se- 
curities Treasury 


Other Securities 


Invest- 
ments 


Contango, Advances Securi- 
ties Loans 


Bills receivable Re-discounts 
Sundry Accounts 
Premises, Furnitures Fixtures 


Customers’ Liability for Gua- 
rantees 


Securities Third 
Parties 
Special Accounts 


Staff Assistance Retirement 
Fund-Securities deposited 
the Bank Guarantee 


(Lire) 


65,236,170,779 
2,142,536,588 
I 


72,196,180,616 
11,652,562 


434,678,462,266 


Capital 
Ordinary 


Deposits Current Accounts 
(Including Balance Profit 
Loss) 

Cheques Circulation (assegni 


LIABILITIES 


2,060,000,000 


3,210,000,000 


circolari) 11,769,480,786 
Bills for Collection 
Guarantees Acceptances for 
Sundry Accounts 28,988,075,267 
Staff individual Retirement Ac- 
counts 
Unearned Discount 
Depositors Securities 72,196,180,616 
Accounts 
Accounts 11,652,562 
Bank’s Securities 
Staff Assistance Retirement 
Fund 


AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 


SECTION FOR CREDIT MEDIUM AND MINOR INDUSTRIES 


Capital, Reserves and Government Guarantee Fund 2,310,000,000 


SECTION FOR HOTEL AND TOURIST CREDIT 
Aggregate Capital and Reserves 434,954,817 


SECTION FOR CO-OPERATIVE CREDIT 
Capital and Reserves 513,169,522 Government Guarantee 2,000,000,000 


SECTION FOR MORTGAGE CREDIT 
Aggregate Capital and Reserves 555,454,784 


SECTION FOR CINEMA CREDIT 


Aggregate Capital and Reserves 544,891,830 
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SUMMARY 


International Credit Conference will held Rome from the 18th the 
24th October 1951. has its agenda the problems bank liquidity and credit con- 
trol. contribution, our Review publishing series studies certain practical 
and theoretical aspects the two questions. 


begin this number with study Prof. Sayers: The Concept 
Liquidity English Obviously, Prof. Sayers’ basic assumptions are derived 
from his Modern Banking deservedly familiar students banking problems. 
But the present text freshly written and treats the subject substantially new 
contexture, order illustrating the complexity the ideas liquidity now 
verning the practice English bankers. 

This complexity not due only the changed attitudes towards the rule 
self-liquidating paper». fallacy that principle from the theoretical point 
view undoubted; but its substantial and sound basis» the operative 
level are still, Sayers’ opinion, respectable being the consequence the limits 
the banker’s experience. fact, always «retained preference» 
English banking; but not rigid manner, and with tendency shift the emphasis 
temporary financing, which not quite the same». Thus perhaps the English 
banker has become less rigid his rules thumb but more cautious his judgment 
individual projects 

The complexity the ideas liquidity English bankers also evident the 
application the principle, and therefore their attitude 
towards government paper. Here again the deep evolution that has occurred England 
the extension and technique official support Treasury Bonds has radically af- 
fected banking activity. The banks, however, have devised precise the 
choice maturities and the distribution their bond portfolios, practices which 
reflect keen sensibility the risks capital loss, and contribute with well-established 
accounting conventions hinder easy and profitable expansions investments. 

Thus, Prof. Sayers’ clear synthesis historical references, factual data, and technical 
explanations ends focussing attention the spirit self-restraint and prudence 
which governs the present management the English banks general, and which 
inspires specifically their concepts liquidity. The English banker concludes 
has now far forgotten the days when Advances stood 55-60 per cent that 
would probably feel uncomfortably illiquid such proportion were ever reached 
again. Nevertheless, any reading the facts must admitted that the present 
liquidity the English banks makes them not merely impregnable but also highly 
independent any mechanistic control from the centre. Hence, least part, the 
importance nowadays attached the British authorities qualitative credit control 


The first part David Wightman’s study, which appears this number, outlines 
the outgrowth The Sterling Area» from the beginning the last century the eve 
World War II, stressing the crucial events and the successive stages which transformed 
mere set commercial and financial connexions currency system the nineteen 
thirties. The pressing needs war made necessary give the system statutory de- 
finition and subject systematic This will form the subject the 
second part the article that will appear the next issue this Review. 


*** 

» 


Wy 
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War and post-war inflationary movements have profoundly modified 
between net worth and alien funds the Italian banking system calling attention 
the problem bank capital; this problem Menghini’s article, Bank 
Capital Italy The Impact Inflation and Current Prospects devoted. 

After due reference some preliminary aspects (the need bank capital and its 
functions; the advisability regulation the monetary authority; the selection the 
term reference; the required minimum; etc.), the deals with the central issue 
his enquiry the possibilities and the limits gradual strengthening Italian bank 
capital taking into account the one hand the several items the bank balance- 
sheets which could revalued, and the other the changed economic 
tional conditions that would make return the pre-war coefficients impracticable 
and unnecessary. justification for the changed pettern the capital-deposit 
most countries after the Great Depression This the case also Italy, 
particularly since 1947 when system compulsory reserves was added the network 
legal obligations already force (controls relating the opening new banks 
banking branches, elimination participations and medium and 
credit control, etc.). this legal framework policy aiming guaranteeing bank 
creditors’ claims strengthening bank capital might, some extent least, 
substituted active manipulation the complex variety weapons the 
monetary authorities now have their disposal 

The however maintains that effort for strengthening bank capital should come 
within the present aims Italian banking policy. Wishing indicate» 
concludes realistic and the same time technically adequate proportion, one might 
consider intermediary ratio between the pre-war one (5°/, deposits and 
current accounts) and the present average and consider the latter 


ratio 


the article, Tariff Agreements Torquay Sergio Parboni illustrates: 
the tariff reductions that have been granted Italy the other countries; the 
tariff facilities granted consolidated Italy’s favour, among which particular im- 
portance are those obtained from Germany, Austria and United States. 


* * 


the note The Plans for the Development Depressed Areas and the Supre- 
macy the Western World» Prof. Corrado Gini takes position definitely critical 
indiscriminate application Truman’s Point and, particular, its extension 
tropical and equatorial lands. This controversial attitude based outright 
appreciation the dangers which might arise for the supremacy the Western peoples 
and Western civilisation. 
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The Concept Liquidity English Banking 


SAYERS 


every kind business there constant 
need for balancing the convenience liquid 
assets against the attractions investment 
more profitable but less liquid resources: 
opportunity acquire cheap consignment 
raw materials can taken today only the 
sacrifice cash payment that will leave the 
firm less able take advantage any un- 
foreseen development tomorrow. This general 
position shared the banker, who is, after 
all, ordinary business man that wants 
maximise his long-run profits and strengthen 
his position the industry. But for the banker 
liquidity much more important than this: 
indeed problem life and death. For 
the banker’s business depends completely upon 
his readiness all times offer cash his 
ability cash the deposits his customers. 
fails this has put the shutters. 

therefore with reason that bankers have 
always stressed the need for high degree 
liquidity their assets. But unless bankers 
are become mere ledger clerks, charging 
their customers turnover similar basis, 
there must some sacrifice liquidity, some 
holding earning assets, order secure 
profit for the banker. Apart from the item 
all assets are imperfectly liquid: their li- 
quidity matter degree, more less. 
his depositors the banker must able 
argue that his assets are highly liquid, while 
his shareholders must able argue 
that not sacrificing income liquidity 
degree higher than necessary for the main- 
tenance complete confidence. Obviously 
therefore his aim will hold assets which, 
while earning some income, have also high 


degree liquidity and thus lend balance-sheet 
support the cash reserve. 

When ask, what about asset that 
gives high degree liquidity find 
that the answers given English bankers have 
generally left ambiguity about the word 
liquidity ambiguity that has its roots 
the banking conditions earlier days. 
satisfy depositors’ claims banker must able 
convert his assets into cash guickly. But 
that not all. the depositors’ claims are 
fully satisfied the banker’s assets must 
convertible into cash without loss. When bar- 
kers have said that they aim liquidity they 
have generally included these attributes. 
The ambiguity realised once when ask 
whether long-term British Government securi- 
ties are highly liquid relatively illiquid as- 
sets. The uncertainty bankers’ treatments 
this question has its origin the ambiguity 
their use the term The secu- 
rities can turned into cash very quickly, for 
there excellent market for them the 
London Stock Exchange. That say, these 
particular assets are readily shiftable 
other banks institutions persons willing 
supply cash. But the amount cash 
obtained depends upon the market price the 
than the price which the bank acquired the 
asset. Only waiting until the distant ma- 
turity date can the face value certainly obtai- 
ned. This asset attractive the banker 
that shiftable and, can wait until the 
maturity date, devoid risk loss. But 
unattractive that earlier realization may 
involve the banker capital loss, and that 
the accounting conventions may balance 
sheet dates compel him show book loss 
even though actual loss has been realized. 
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The security well-nigh perfectly shiftable 
but, despite the absence any risk that the 
British Government might not meet its obli- 
gations the due date, the security has not all 
the qualities which the banker includes per- 
fect 

The two elements have mentioned 
shiftability and risk loss are course 
not completely disentangled. the banker can 
wait till maturity, there risk loss at- 
tached redeemable British Government 
bond. If, therefore, the banker has fair pro- 
portion, against deposits, assets that have 
high shiftability and low immediate risk (cash 
being the extreme case), can feel reasonably 
secure holding some other assets that are 
highly shiftable but are riskless either not 
shifted accounted for though they were 
being shifted. Similarly, has fair pro- 
portion the most liquid assets, can afford 
hold some assets that have low risk degree 
but also low shiftability. Assets that are both 
unshiftable and risky will viewed with much 
more disfavour, though they may occasionally 
taken avoid disobliging old customer. 
The upshot all this that the banker must 
pay regard the quality his whole range 
assets once, and must pay regard both 
aspects liquidity once. should always 
have some assets that have both attributes 
clearly. addition should have some assets 
with high degree shiftability which involve 
risk loss shifting can avoided. His 
remaining (less shiftable) assets should least 
not involve him losses. These are fundamen- 
tal principles sound commercial banking. 


The shiftability banker’s assets depends 
the first instance upon the development 
the institutions form what generally 
known «the capital market». For the capital 
market market paper assets, capital 
claims, claims that say future income 
streams, and such assets form considerable 
part the banker’s portfolio. The more highly 
developed the capital market, the more readily 


shiftable will many the banker’s assets be. 
But this marketability certain assets can 
greatly damaged panic and breakdown 
the capital market, and this danger has the 
last hundred years led under-pinning 
certain sections the capital market cen- 
tral bank. The central bank always, say, 
ready act lender last resort, prevent- 
ing collapse the market for certain classes 
capital assets. The liquidity bankers’ 
assets has therefore come depend very 
large part upon the practices the central bank 
imposes when operating lender last resort, 
and the kindred matter its policy when 
engaged open market operations. The wider 
the net eligible paper the central bank, 
the more shiftable will the commercial 
banker’s assets. extension eligibility 
fresh classes paper held bankers’ port- 
folios will increase the liquidity the com- 
mercial banks. Even the extension eligi- 
bility not overt but merely implied 
willingness buy securities all times 
stated prices the initiative the commercial 
banks (as the stable bond market policy 
the Federal Reserve System), the effect 
still increase the liquidity the commercial 

The eligibility rules all central banks 
have their foundation the ideas and practices 
the Bank England the nineteenth cen- 
tury, period when this Bank was the pioneer 
central banking technique. Now im- 
portant remember that this pioneering cen- 
tral banking was many ways unconscious 
process, and that the men who were building 
the traditions thought themselves prima- 
rily good commercial bankers. They did 
course regard themselves having, reason 
the Bank England’s size and its special 
relation the government, rather special 
public responsibility, but this responsibility was 
often considered discharged setting 
example prudent and circumspect banking 
and guiding other banks into similar pru- 
dent practices. Even the end the nine- 
teenth century, when the distinctive responsibil- 
ities central bank were coming 
recognised, the Bank maintained its insistence 
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certain qualities paper offered for redis- 
count over its counter. this day the Bank 
England continues this tradition and 
certain customary arrangements exercises con- 
stant check the quality paper handled 
London even times when none this paper 
being offered for rediscount its front door. 
And right that the central bank should 
such vigilance seek maintain high standards 
commercial banking, for its task ensuring 
reasonable stability the monetary system 
greatly facilitated consistent strength the 
commercial banks themselves. 

was this preoccupation traditional cen- 
tral banking with the encouragement sound 
commercial banking that led the enthrone- 
ment the so-called self-liquidating paper 
the ideal asset for transfer the central bank. 
The typical bill exchange, having its origin 
trading transaction that would com- 
pleted matter months, came regard- 
the most attractive asset for the banker 
hold, and that most proper for shifting 
the central bank case need. Hence the 
1913 the Federal Reserve System was esta- 
blished give elasticity and stability Ameri- 
can banking. Hence also the presumption that 
when bank advances money businessman 
way loan overdraft (instead dis- 
counting bill), the advance should for 
trading transaction. The ordinary bank ad- 
vance, being dependent informal relations 
between banker and customer, course not 
all shiftable; but nevertheless expected 
conform the same general rules are 
applied the trade paper that takes legal 
shape convenient for transfer case emer- 
gency. The central bank’s eligibility rules have, 
that say, encouraged the notion that the 
self- Jiquidating trading transaction the proper 
object banking finance; and this way the 
central bank has reinforced principle that 
has its roots the necessities commercial 
banking practised long before there was any 
lender last resort. 

Bankers have course often over-rated the 
virtues self-liquidating paper. They have 
supposed that, because the goods financed are 


destined for early sale markets normally 
active, the money for repayment must forth- 
coming the due date. The fallacy this 
has often been demonstrated economic lite- 
rature (notably Professor D.H. Robertson 
Chapter his Money). Quite briefly, 
the weakness the argument lies the tacit 
assumption that the stream money coming 
the markets will maintained indepen- 
dently the action the bankers. fact 
the goods can sold reasonable prices only 
the banks maintain the total their loans 
roughly undiminished levels one trans- 
financed the same time. Otherwise the 
money stream would shrink and the expectation 
self-liquidation would disappointed. 
But appreciation the fallacy involved 
extreme claims the virtue self-liquidating 
paper must not blind the substantial sense 
the bankers’ preference for this class finan- 
ce. The sound basis the banker’s preference 
lies the short-term nature such loans. The 
banker has deal with many industries and 
many trades once and, however great his 
local experience and knowledge, cannot or- 
dinarily expert any one them. 
therefore not really position judge the 
long-term earning capacity firm any 
industry: even exceptionally able bank mana- 
gers highly specialised areas would not 
reliable judges more than one two trades. 
the other hand, experience dealing with 
many trades does help banker estimate the 
balance-sheet position businessman any 
industry trade, and the 
tion useful guide the chances repay- 
ment short-term loan. The banker does 
well, therefore, concentrate short-term 
finance, where his general experience great 
value, and eschew the long-range ventures 
where reliance has placed the long- 
range earning capacity specialist firms. 


Thus far have seen how the central 
bank’s eligibility rules, and therefore the shift- 
ability bank assets, are related the liqui- 
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dity considerations that govern treat- 
ment all propositions business finance, 
the eligibility rules and the banker’s conven- 
tions alike springing from tacit recognition 
the limitations the banker’s judgment. 
Between these considerations and those that 
govern the banker’s attitude towards govern- 
ment paper, there very little connection. 
England the excellent market for bills ex- 
change and the recognised responsibility the 
Bank England act lender last resort 
(and thus prevent collapse the bill market) 
led the creation short-term government 
paper the Treasury Bill cheap and 
convenient instrument for government borrow- 
ing. like the ordinary bill exchange 
only that its form was adapted convenient 
handling the bill market. payable 
days and superficially for short-term finan- 
ce; but the certainty repayment depends 
upon knowledge that the central bank (or the 
government itself) can always create cash or- 
der meet the government’s liabilities tax 
and other receipts fail. There room here 
for the bankers’ preference for risk can 
judge; and there greater certainty that 
the British Government will pay cash days 
hence than that will pay cash years hence. 

Because its obligations the government 
well the disccunt market, the Bank 
England has always regarded Treasury Bills 
eligible paper, and this custom has generally 
(though not universally) been followed other 
central banks. Where this so, the shiftability 
Treasury Bills has always been the max- 
imum, though liquidity they have fallen 
short cash that risk loss has been im- 
plicit the possibility rise interest rates. 
This eligibility for discount the central bank 
has not, however, been automatically extended 
all government paper. Although central 
banks have often been active the markets 
for longer-term government securities, they 
have usually preferred keep the initiative 
their own hands: they have preferred, that 
say, retain their freedom deal not 
deal the ruling price. Traditionally this 
attitude has been due the fact that long-term 
securities stand lose more current capital 
value when rates interest rise, and early 


days central banks (not far removed from strict 
commercial principles) desired avoid such 
risks loss. This longer-term paper has there- 
fore had shiftability almost high that 
the Treasury Bill, but the risk capital loss 
has been attached much higher degree 
the longer-term security than the Treasury 
Bill. 

During the last twenty years there has been 
tendency for central banks (under govern- 
mental pressure) extend their willingness 
much beyond the short Treasury Bills. This 
has been carried furthest the United States, 
where the «stable bond market policy has 
involved the Federal Reserve Banks the 
responsibility buying selling government 
bonds all maturities steady prices. Indeed, 
for many years the prices were held almost 
completely rigid, with the consequence not 
merely that shiftability was all times perfect 
but also that the risk loss was completely 
removed. The bonds became practically 
good cash: fact, good cash, provided 
that the banker believed that there would 
change policy without sufficient notice 
allow him unload his bonds the 
Reserve Banks. Britain there has been 
such extreme practice the central bank’s 
handling the bond market, although Treasury 
Bill rates have been completely stabilised. The 
central bank has, however, given high liquidity 
bonds within five years maturity, 
regarding such bonds eligible for holding 
discount houses and security for Bank 
England advances these discount houses. 
This special treatment the has 
given them very good market, with perfect 
shiftability and some assurance against panic 
price movements. There comparable 
treatment the market bonds having more 
than five years run, though the Bank 
England has upon occasion (notably Novem- 
ber 1949) stepped steady demoralised 
market. This distinction, drawn the Bank 
England, between bonds shorter than and 
those longer than five years naturally has, 
will seen below, some effect the attitude 
the commercial bankers towards these bonds. 


= 
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With these considerations mind, may 
now consider detail the liquidity the assets 
held English banks. 

The London Clearing Banks issue monthly 
balance-sheets, which since 1947 have shown 
the true average position the banks there 
between the leading banks differences 
the asset-distribution are unimportant, and the 
propositions shown the following Table may 
taken approximately those any one 
the main English banks. 


LONDON CLEARING BANKS 
March 1951 


Percentage 


rato to 

published 

deposits 

Treasury Deposit 234 3-9 


Cash (in hand and the Bank England) 
course the perfectly liquid asset, since tender 
fully satisfies depositors’ claims. The banks 
now, accordance with their understanding 
with the Bank England, aim true average 
per cent deposits. The origin this 
figure historical; was fixed the end 
1946 probably approximating the then 
average cash ratio, and lying between the 
convenient minimum and the respectable mi- 
show which used 
before that date window-dressed. 

Next order liquidity comes Money 
Call. This consists loans the discount 
market. Almost the whole amount nominally 
callable each morning, though practice the 
banks only call the marginal amounts they 
deem sufficient give them elbow-room 
adjusting their cash ratios per cent the 
end the day. large part this Money 
Call secured Treasury and other Bills, 
and the remainder approved bonds 
British government paper within years 


maturity). The Money Call rightly classed 
next cash order liquidity, and before 
Treasury Bills etc. because, though there 
interest payment, the sums are callable full 
any morning and the Bank England 
lender last resort effect guarantees that 
any calls will met. There thus question’ 
capital loss, and this asset inferior cash 
only being not available tomorrow, for 
meeting depositors’ claims. 

Treasury Bills and bills ex- 
change bills exchange bearing two 
unquestionable names stand next. Since the 
Bank England always prepared, lender 
last resort, take over these assets, they are 
very nearly good Money Call. But not 
quite good for the rediscount rate 
above the rate which the bills were discount- 
the bank concerned, there will small 
capital loss the transaction. minimise 
this risk, the custom the banks weight 
their bill maturities favour the near dates. 
For example, September bank will en- 
deavour hold much more than one-third 
its bills September-October maturities. The 
banks not tender for Treasury Bills when 
these are newly-issued, but buy them and 
other bills gradually from the discount 
houses. The younger (or bills 
those furthest from maturity are thus held 
more the discount houses, whilst the bills 
close maturity are held more the banks. 
This distribution maturities puts the main 
weight the risk adverse movement 
discount rates the discount houses, the bill 
holdings the banks themselves thus being 
very highly liquid. Although the banks would 
ordinarily dislike rediscounting any bills they 
hold, the risk loss, they should forced 
most their bills maturity. 

Treasury Deposit Receipts, which now stand 
equal only 3.9 per cent the deposits, are 
innovation the last ten years, and now 
stand much lower levels than the late 
war and early post-war years. Their shrinkage 
recent years, when the Treasury has been 
replacing them Treasury Bills, doubt 
partly due the bankers’ dislike the Treasury 
Deposit Receipt (commonly referred the 
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ment that lacks the liquidity the Treasury 
Bill. There public issue T.D.R.s nor 
there any market for them. The banks, 
group, are called upon each week take 
the total amount and the life the T.D.R.s 
being determined the Treasury; the total 
amount shared between the banks accor- 
dance with formula agreed among the banks 
themselves, bank may part with T.D.R. 
before maturity only one two circum- 
stances: instead cash subscription (on 
new government bond issue, case 
need rediscount the Bank England 
Bank Rate. The former provision was impor- 
tant during the war, but rarely use nowa- 
days, when new bond issues are rare events. 
The second possibility rediscount Bank 
Rate one which resort has upon oc- 
casion been made small scale, but banks 
would look upon this unattractive means 
escape, even loss were involved. fact 
the loss would substantial, since Bank Rate 
per cent whereas the T.D.R. rate only 
5/8 per cent. Moreover the banker runs the 
risk that loss rediscounting will increas- 
rise Bank Rate within the life 
the T.D.R.; and whereas the parallel risk at- 
tached Treasury Bills limited three 
months (or less, far the banks acquire 
these Bills only after part their life has been 
spent discount house’s portfolio), that 
the T.D.R. extends over even months. 
All these circumstances the absence 
marketability, the sanction the penal rate, 
the relatively long exposure the risk rising 
interest rates combine make the bankers 
feel much more uncomfortable 
government paper than they about Treasury 
Bills, which first glance seem little different. 
The T.D.R. is, the banker therefore says, very 
much less liquid; and feels the extra 1/8th 
one per cent (above the Treasury rate 
one half one percent) scant compensa- 
tion for the comparative His distaste 
for the T.D.R. doubt enhanced the 
fact that, instead acquiring voluntarily, 
obliged the Treasury take up, whether 


This analysis the bankers’ feelings about 
T.D.R.s will doubt appear quite unneces- 
sarily complicated many people, who will 
imagine that the T.D.R. must really practic- 
ally the same Treasury Bill. The truth 
is, however, that these complexities serve rather 
illustrate the delicate nuances that enter into 
the notion liquidity the mind the 
English banker. 

The earning assets far discussed the 
Money Call, Bills discounted, and Treasury 
Deposit Receipts are frequently referred 
quick assets i.e. those that can quickly 
exchanged for cash case emergency. 
The term Market Assets» also 
sometimes used, but this should and usually 
intended exclude the Treasury Deposit 
Receipts, since these are not any way hand- 
led the «Money Market». The remaining as- 
sets Investments and Advances are univer- 
sally regarded less liquid, the banks regard- 
ing the sacrifice liquidity justified for the 
sake the relatively high returns yielded 
these two classes assets. 


The Investments consist very largely 
British Government bonds, with small mix- 
ing other very high-grade securities having 
excellent market the London Stock Ex- 
change. All these having such ready market 
the Stock Exchange have one the attri- 
butes liquidity shiftability very high 
degree; but during the time before they reach 
maturity their prices may vary very considerably. 
The banker has therefore reckon that 
were compelled sell such bonds, might 
incur heavy capital losses losses that could 
much more than absorb year’s interest the 
bonds. Now, apart from reshuffling 
operations the exchange effect one 
group securities for another English banks 
not ordinarily sell their government bonds 
any considerable scale. Once bought, the 
bonds are largely held maturity, and with 
wide margin quick assets standing 
second line defence against possible with- 
drawals depositors, would seem extremely 
unlikely that the banks would ever need 
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sell securities and realise market losses. 
might therefore supposed that bankers could 
afford ignore the market fluctuations the 
prices their government bonds. 20-year 
bond bought price might, for instance, 
written the books point each year, 
irrespective movements Stock Exchange 
prices. Given the disposition bankers hold 
tightly their government bonds, might 
supposed that they could largely ignore the risk 
loss due variation market values. 

But this not all how the bankers behave. 
Their attitude towards government securities 
affected deeply the well-established account- 
ing conventions, according which all secu- 
rities should valued, for balance-sheet pur- 
poses the end each half-year, cost 
acquisition current Stock Exchange value, 
whichever the The possibility 
fall Stock Exchange prices giltedged 
securities before the end the current half- 
year therefore operates the banker practic- 
ally strongly were compelled sell 
the bonds and realise actual loss. This 
has been very powerful force governing the 
banks’ activities recent years. For more than 
decade the Bank England has stood ready 
create cash upon demand through the dis- 
count market, order support whatever 
total deposits brought into existence the 
commercial banks. the latter wanted hold 
more government bonds (yielding per 
cent and even more) they had merely refrain 
from absorbing Treasury Bills (at per cent) 
amount equal per cent the bonds 
they wished add their portfolios. That the 
banks have not taken advantage this appa- 
rent opportunity greatly increased profits 
largely due their fear falling bond prices 
coupled with the accounting conventions that 
would oblige them disclose unrealised losses 
that would paper wipe out their sharehol- 
ders’ capital. 

The restraint imposed the bankers 
their sense the instability bond prices 
course greatest relation the bonds that 
have the longest terms run. For this reason 
the banker arranges the maturity-distribution 
his bond portfolio with strong presumption 
favour shorts, and favour con- 
tinuous stream maturities over the years. 


Precise practices this matter vary from bank 
bank, and the reasons given individual 
bankers for their practices show some variety. 
is, however, universal for bankers aim 
having some bonds falling due for redemption 
over many possible the next twenty 
years. Unavailability bonds falling due say 
eight and nine years hence will leave the 
bankers uncomfortable, because the gap 
the maturity-distribution their portfolios; and 
they will welcome new government issue 
bonds redeemable these dates. The other 
general principle the heavy weighting 
favour bonds takes more 
precise form relation bonds within five 
years redemption. Some banks far 
aim having half their total bond-portfolio 
falling within this limit. These short bonds 
have the special protection, have seen, 
the activities the discount houses. The 
Bank England known tobe willing 
port, lender last resort, the operations 
the discount houses bonds less than five 
years’ life, and the bankers therefore consider 
these bonds approaching bills liquidity. 
This preference based solely, will notic- 
ed, the differential shiftability. Although 
this differential shiftability implies some assur- 
ance against panic price movements, cannot 
make the short bonds liquid bills, because 
their longer life still leaves open the risk 
changing interest rates: rise interest rates 
obviously more likely happen three, 
four, five years than two three months. 

This care for the precise maturity dates 
bonds naturally makes the banker prefer bonds 
with fixed maturity dates those giving the 
government wide option redemption. 
bond due for redemption January, 
1960, without qualification, the banker knows 
just where reckon the bond the maturity- 
distribution his portfolio. But the Trea- 
sury has the option redeem any date be- 
tween 1955 and 1965, the banker will not know, 
1951, whether reckon the bond 
year bond 14-year bond and his general 
attitude bonds makes this doubt serious 
factor. 

This element doubt about the maturity 
dates particular bonds can upon occasion 
major factor the behaviour the giltedged 
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market and the movements interest 
rates. Such occasion arose short time ago, 
owing the existence very large block 
per cent bonds which the Treasury has 
the option redeem 1952 later. 
well known, there necessarily close relation 
between current interest rates (for medium- 
and long-term loans) and those expected pre- 
vail two three years’ time. While, there- 
fore, long-term rates stood little more than 
per cent (as they did for two years after the 
Dalton fiasco) was assumed that the Trea- 
sury would call these bonds for redemption 
1952, the earliest possible date, order con- 
vert them into bonds which the Treasury 
might have pay only per cent. 
While these conditions held, the bankers regard- 
these bonds falling within the five years 
which the bankers attach, have seen, 
special importance. Then 1949 the gilt- 
edged market slumped and the long-term rate 
broke through the critical level The 
presumption that the rate would 1952 
below per cent disappeared, and with 
the presumption that these bonds would 
1952. This whole huge block 
bonds was therefore moved overnight from the 
within-5-years category and became, from 
the bankers’ liquidity point view, alto- 
gether less desirable maturity. The total amount 
bonds this issue being large, the distur- 
bance the portfolios 
was substantial, and the blow the bankers’ 
liquidity undoubtedly accentuated the bankers’ 
reluctance buy giltedged securities that 
time and hastened the demoralisation the 
market which was eventually steadied only 
the extraordinary intervention the Bank 


England. 


relation Advances customers the 
bankers’ attitudes are even less susceptible 
reduction general rule. The considerations 
affecting this class asset are completely dif- 
ferent from those affecting Investments, the 
most fundamental difference being that, whereas 
government bonds have high shiftability but are 
continuously subject change capital value, 
the Advances have shiftability all, but 


the other hand are not subject variation 
capital value except when major errors judg- 
ment lead bad debts. 

The Advance whether loan 
overdraft facility matter for individual 
negotiation between banker and customer and 
the terms depend very largely the banker’s 
detailed knowledge his customer’s business 
and his judgment the customer’s integrity 
and capacity: there can therefore question 
shifting the customer’s debt (the banker’s 
asset) another institution. Once made, 
the advance figures the banker’s portfolio 
until paid off the customer’s own oper- 
ations. Because this absence shiftability, 
the banker habitually emphasises the cus- 
tomer the need for liquidity the customer’s 
own trading position, for only this 
indirect way that the banker can secure any 
element liquidity his asset. Nominally 
all advances are repayable demand; but the 
lawyers have softened this practice and the 
principle fact seldom put down paper 
the custom rather for the whole business 
discussed and settled word mouth 
without any formulation legal contract. 
Moreover the bankers know perfectly well that 
their customers cannot repay demand 
they could so, they would generally have 
occasion borrow from the bank! 

For reasons explained Section above, 
the English banker has traditionally liked 
think his advances being, like his bills 
exchange, self-liquidating assets the sense 
that they should used customers only for 
transactions the closure which would auto- 
matically bring the customer the funds with 
which repay the advance. Though this prin- 
pretence nowadays that rigid condition. 
The stress now temporary financing, 
which not quite the same. may that 
the customer going use the money for 
building extension his factory pur- 
pose that under more rigid views would 
thought improper use bank advance 
but cannot conveniently raise the money 
otherwise (e.g. the issue debenture stock) 
once. this case the bank might willing 
finance the extension temporarily until 
more permanent arrangements could made. 


The Concept Liquidity English Banking 


bank advance this case would for tem- 
porary financing but would not self- 
the temporary and temporary financing has 
habit running year after year. Much 
banker’s skill lies judging how far 
can safely meeting his customer’s con- 
venience loans this kind. Under pressure 
the desire counter the falling tendency 
the demand for Advances, English bankers 
have tended take more elastic views about 
temporary financing, going further for- 
mal restriction the customer than general 
statement that the advance will subject 
review every twelve months 

Though English bankers are this way 
taking much less rigid line about the need 
for liquidity their Advances, must not 
supposed that they are becoming more lax 
every way. the contrary, even before the 
restrictions imposed the Government (pa- 
rallel the activities the Capital Issues 
Committee), customers were already finding 
bankers more difficult about advances for spe- 
culative projects. The position may perhaps 
summarised saying that the English banker 
has become less rigid his rules thumb but 
more cautious his judgment individual 
projects. 

Undoubtedly this shift emphasis 
tacit recognition the fundamental illiquidity 
Advances customers, and the same con- 
sideration has tended reduce the part played 
these transactions collateral security. The 
bankers recognise that only the very highest 
grades collateral substantially protect the 
banker against ultimate loss, and even such 
high-class collateral does not render advance 
quickly repayable without damage the ban- 
ker-customer relationship. The banker therefore 
tends act very much though there were 
collateral, although takes what protec- 
tion can easily get this way. His habit 
size the proposition, judge his man, 
consider what sum necessary finance the 
project comfortably, and then lend the required 
sum, merely taking such collateral the 
customer can conveniently offer. would 
great exaggeration say that, making 
advances customers, the English bankers 


tacitly acknowledge that the liquidity these 
assets generally low, but that they 
restrict advances the kind risk the 
bankers are competent judge. 


Sections IV, and have been 
reviewing one one the main classes bank- 
ing assets. But, remarked page 
the banker has pay regard the quality 
his whole range assets once. His attitude 
any one class assets is, that say, af- 
fected his feelings about all his other assets 
his willingness hold more any one class 
depends upon his general liquidity position 
indicated the distribution his assets 
between the main classes. 

One important historical application this 
principle was the per cent quick assets 
rule (1) that was the inter-war period perhaps 
more rigid than the per cent cash 
those days the bankers generally aimed 
per cent cash and per cent money market 
assets making per cent total quick as- 
sets; but money market assets were scarce 
few bills were being issued the Trea- 
sury drawn traders), the bankers would 
raise their cash ratios above per cent rather 
than allow the total quick assets fall 
below per cent. Similarly, abundance 
bills favourable rates would occasionally in- 
duce them allow their cash ratios fall 
below per cent. the same period 55-60 per 
cent was regarded the 
sible for Advances, though after 1929 the de- 
mand fell off such extent that these ratios 
were never again approached. fact the fall 
the Advances far below the customary ratios 
did much undermine the old rigidites about 
the proper purposes bank finance, and 
stimulate competition between the banks and 
the crumbling away the old per cent 
minimum overdraft rate, now replaced 
broad range rates around per cent. 

During the war the great expansion the 
volume short government paper which the 
banks were obliged take up, and the simul- 


(1) this paragraph the term quick assets includes 
cash. 


. 
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taneous decline the demand for ordinary 
business advances, caused the ratios undergo 
further radical changes. Since the war there has 
been some reversal, but will seen the 
Table page the distribution still very 
different from the pre-war Quick as- 
sets (even when exclude Treasury Deposit 
Receipts) are still per cent well above the 
old per cent, while Advances are still below 
per cent, compared with the old 55-60 
per cent maximum and the per cent which 
ruled some the more prosperous years just 
before the war. With such relatively high 
proportion quick assets, and with the esta- 
blished readiness the Bank England 
turn quick assets into cash the fixed rate 
per cent, the banks are under restraint 
from the centre expanding their total assets. 
Their profit motive would appear urging 
them expand their Advances towards the 
pre-war per cent, not far the older 
55-60 per cent ratio; and, failing outlet for Ad- 
vances, one would suppose that the banks 
would take more medium and long-term 
government bonds, which they could earn 

practice the banks are not expanding 
anxiously either these directions. have 
already seen how the fear book losses, result- 
ing from falling gilt-edged prices, restrains 
them from rapid acquisition Investments. 
their Advances businessmen, they are 
course restricted the informal government 
control which runs parallel the activities 
the Capital Issues Committee. But they have 
also very much mind, current circumstan- 


ces, the recent phenomenal rise raw material 
prices, and are fearful financing stocks 
materials prices that are new and may 
ephemeral. Much they would like see 
their Advances rising above per cent their 
deposits, they would feel very uncomfortable 
indeed their Advances ratio stood the old 
per cent when collapse prices might 
quickly involve them heavy losses bad 
debts. 

For such reasons these, the banks not 
feel themselves highly liquid justify 
their adding greatly and rapidly their total 
assets, although comparison present with 
even pre-war ratios would seem 
indicate very high degree liquidity. 
reconcile this high liquidity with the hesitation 
over expansion has been necessary this 
paper make comprehensive review En- 
glish banking assets, English bankers’ ideas 
liquidity are, have seen, highly complex. 
Comparisons with the inter-war period may 
also suggest that ideas this subject are subject 
change course time the English 
banker has now far forgotten the days when 
Advances stood 55-60 per cent that would 
probably feel uncomfortably such 
proportion were ever reached again. Never- 
theless, any reading the facts must 
admitted that the present liquidity the En- 
glish banks makes them not merely impreg- 
nable but also highly independent any mecha- 
nistic from the centre. Hence, least 
part, the importance nowadays attached 
the British authorities qualitative credit con- 
trol. That, however, another story. 


The Sterling Area 


DAVID WIGHTMAN 


Part ORIGINS AND DEVELOPMENT 


Origins the Nineteenth Century. 


The formation the present day sterling 
area often said have begun with the 
decision number countries, particularly 
the British Commonwealth dominions, main- 
tain their exchanges stable terms sterling 
rather than gold following Great Britain’s 
abandonment the gold standard 
But the close commercial and financial relation- 
ships which prompted these decisions, have 
roots that back far beyond the nineteen 
thirties. The breakdown the gold standard 
that time did not create the sterling area; 
merely revealed the existence set com- 
mercial and financial connexions which, though 
only fully recognised for the first time form- 
ing sterling bloc had been fact matur- 
ing over many decades previously. proper 
understanding the sterling area must there- 
fore take into account this 
tradition. 

The existence before 1914 international 
gold standard centred London had served 
obscure the existence such separate cur- 
rency system the international economy. 
London that time was the centre ef- 
ficient system international clearance; 
provided common medium financing world 
trade; was unrivalled supplier short- 
term credits, while the size and composition 
its long-term investment overshadowed 
those all other countries. The prices the 
principal raw materials entering into interna- 
tional trade were determined the markets 
Liverpool, Manchester and London, while 
many other commodities foreign buyers and 


sellers followed the lead given British mer- 
chants. The bill London became the most 
efficient means financing international trade. 
Where the financial and commercial predomi- 
nance Great Britain was great, all coun- 
tries had common interest maintaining 
their currencies stable possible terms 
sterling. The most important factor main- 
taining equilibrium the system 
movement short-term funds. The mechanism 
for bringing about immediate adjustment was 
the Bank rate policy the Bank England. 
such economic environment sterling was 
synonymous with gold. Before 1914 the in- 
ternational gold standard was effect ster- 
ling exchange standard (1). These features 
the international economy before 1914 have 
long been commonplace. 

But within that economy more intimate 
system economic relationships, associated 
with Great Britain’s imperial economic expan- 
sion, had been growing up. these nineteenth 
century imperial economic connexions can 
seen the germs the present day sterling area. 
The system dates back the time when al- 
most all territories outside the United Kingdom 
which operated were British colonial 
dependencies. 

The first major step the formation the 
sterling area was taken 1825 when, 
Treasury minute concerned with payment 
British troops the colonies, was decided 
establish the silver shilling the standard 
coin use the colonies and fix the rate 


(1) Brown, The International Gold Standard 
Reinterpreted 1914-1934, 783- 
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exchange between and the very hetero- 
geneous collection foreign currencies then 
circulation most these territories (2). The 
scheme was for the Treasury send out 
initial stock silver pay the troops. The 
troops having spent it, the money would find 
way into the hands local merchants who, 
turn would hand the local Army 
command against bills London. The rate 
exchange with the other circulating coins 
was fixed and was expected that the shilling 
would become the dominant, not the only, 
currency. The scheme effect amounted 
the establishment official sterling ex- 
change standard. 

the idea was simple one, its application 
proved more complicated, not least because, 
result choosing wrong sterling parity 
with the Spanish dollar, the latter became over- 
valued and the shilling failed make progress. 
This was corrected first the West Indies 
1838 and later other colonies. Additional 
help came from the gold discoveries 1850 
which raising the gold price tended 
drive the silver dollar out circulation. 
Thus the hopes universal currency for the 
Empire was very much slower coming about 
than had been expected 1825 (3). 

Closely associated with the spread com- 
mon coinage for the colonies were develop- 
ments their banking facilities. that period 
was assumed that such banking facilities 
would taken care private institutions 


(2) The coins current the British colonies that time 
included the Spanish and Mexican dollar, Spanish Pistareen, 
Spanish Doubloon, Portugese Moidore and Johannes, Barbary 
ducat, coins France and the United States. See 
History Currency the British Colonies (1893), for the deve- 
lopment nineteenth century colonial currency systems. 
nomic Journal (1944) and the articles The Banker July 
1948-February 1949, bring the story date. For short 
useful summary the whole history see The 
Evolution the Colonial Sterling Exchange Standard, Inter- 
national Monetary Fund Staff Papers Vol. No. All these 
sources are drawn upon for the following account. 

(3) Canada and Newfoundland adopted currency systems 
which took them outside the sterling area the vision 
single currency for the Empire was never realised. Apart from 
these, the exceptions the adoption colonial sterling ex- 
change standard for all territories are Aden, which uses the 
rupee, Basutoland, Bechuanaland and Swaziland which use 
South African currency; British Solomon Islands, Gilbert, Ellice 
and Tonga islands, New Hebrides, which use Australian cur- 
rency. SHANNON, 349- 


having their own right note issue, This as- 
sumption was keeping with the laissez-faire 
spirit the age. But 1847 bank failure 
and consequent financial crisis Mauritius 
forced the British Government intervene 
sanctioning local government note 
Some years after this the imperial government 
put this note issue firmer basis requir- 
ing that have the backing certain pro- 
portion specie and the rest Imperial 
Mauritius government securities. this deci- 
sion the British Government had hit upon the 
principle formal sterling reserve for co- 
lonial note issue. The growth government 
note issue other territories after the crisis 
Mauritius was, however, very slow and did 
not become fully developed until the inter-war 

colonial sterling exchange standard was 
not therefore the product theory systema- 
tically applied, but piecemeal and empirical 
development arising out pressing needs and 
force circumstances. 

the twentieth century the issue local 
notes and coins and the redemption local 
currency for sterling became the function 
Currency Authority set for one more 
territories (4). These authorities now deal only 
through local banks which are almost without 
exception subsidiaries banks Great Bri- 
tain and therefore maintain their reserves 
London. The exchange local currency for 
sterling and vice versa purely automatic 
function and not left the discretion the 
Currency Authority. Nearly all these authori- 
ties have funds containing more than 100% 
sterling cover for the whole note issue the 
territories for which they are concerned that 
they are well able meet any run sterling 
and therefore maintain the parity (5). They 
charge small commission the local banks 
for their currency issuing functions, which 
together with the income derived from invested 
reserves, often forms substantial contribution 


(4) Such authority might Currency Board Cur- 
rency Commissioner. The Straits Settlement for example had 
Currency Commissioner 1906, while Currency Board was 
set for West Africa 1913, for East Africa 1919 and for 
Central Africa shortly before the late war. 

(5) See for example the figures given 
nomic Journal 1944. 
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colonial government income (6). 
vely this income could available for meeting 
interest payments new capital raised 
colonial governments. 

must emphasised respect present 
day colonial currency systems that they are 
completely subordinate Great Britain. There 
scope for local currency management and 
any credit policy these territories fact 
the credit policy the centre country. «In 
matters there effect more room 
for policy for individual colony than there 
for policy for English county» (7). 
This much was true before the institution 
the existing exchange control system which has 
merely served underline their subordinate 
role, for local exchange contro] regulations are 
identical with those Great Britain. colony 
has separate pool foreign exchange and all 
foreign currency must obtained from local 
bank through the London exchange control 
machinery. 

The advantage these arrangements for the 
colonies that while they are provided with 
stable currency over wide trading area, with 
access large reserves additional money and 
credit when required, they are free from the 
responsibilities currency management. More- 
over costs are not usually inflexible 
colonial compared with industrial economies, 
their inability alter their exchange rates 
meet particular economic difficulties not such 
obvious disadvantage (8). 

What this summary the origin and 
development the sterling area has far 
ignored, that number colonial territories 
which the principles sterling exchange 
standard first operated, became independent 
sovereign states within the British Common- 
wealth nations, and began, albeit only the 
inter-war years, practise their own currency 
management. The features the subordinate 


(6) the five years ending June 1947 West Africa, for 
instance, received 1,550,000 this way. The Banker 
July 1948, 22. 

(7) Ibid., 23. follows that colonial currencies have 
international status and are included with the United Kingdom 
single unit for purposes the International Monetary 
Fund. 

(8) The Banker February The sterling area dol- 
lar pool raises other questions which will dealt with the 
second part this article. 


currency system find reflection the right 
the British Dominions manage their own 
credit policies and fix the value their cur- 
rencies terms foreign currencies they 
please. Yet the Dominions are members the 
sterling area. The fact that they adhere this 
currency system their own free will makes 
their case perhaps more interesting than that 
the colonial dependencies. Again, full un- 
derstanding their position the present day 
sterling area must take into account the long 
tradition close commercial and financial ties 
with Great Britain. 

For early Victorian Britain the colonies 
were probably more important sources 
raw materials than markets. But the ten- 
dency for increasing amount British 
overseas investment territories under 
the British flag and the growing trade com- 
petition continental rivals made them impor- 
tant outlets for British manufactures With 
few exceptions the 1850’s, all colonies lacked 
adequate machinery for financing trade and 
production and remitting money England. 
But between 1850-1870, reflecting increased 
tempo economic development, there was 
established all parts the Empire large 
Anglo-Colonial banks directed from London 
and with large resources English capital. 
The Bank Australia whose charter dates from 
1875, was the first the chartered banks 
operated from London (10). The Australian 
banks for example were fundamental financ- 
ing Australian foreign trade, particularly the 
export wool, discounting bills exchange 
drawn London merchants and this way 
providing local short term These An- 
glo-Colonial banks also became the agencies 
which large sums from Indian planters and 
civil servants Australian sheep-farmers were 


(9) The export trade the colonies occupied rather 
peculiar role the development mid-nineteenth century 
capitalism; was more than any other branch 
trade the channel through which the manufacturers England 
continued dispose the surplus production necessary 
achieve the full economies large scale 
Cambridge History the British Empire, Vol. 

(10) Banks could only secure the advantages limited 
liability before was generalised legislation, they secured 
royal charter incorporation. For the development bank- 
ing structures the Dominions, see The Im- 
perial Banks, 1929. 
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remitted Britain. Before 1914 moreover the 
only Reserve Bank the Empire was the Bank 
bank rate therefore the Bank England could 
influence credit conditions these countries. 

those areas where white settlement was 
predominant the problems currency were 
simplified the fact that the British immigrant 
thought and calculated terms the money 
had been used to. countries like New 
Zealand, Australia and South Africa, there 
were none the same obstacles the use 
sterling other colonial territories. their 
trading connexions, their source capital 
investment and banking facilities, these future 
Dominions were largely dependent the 
United Kingdom. For all these reasons the 
countries question were led inducements 
habit, convenience, self-interest 
ciency, keep their currencies step with 
sterling, hold their external reserves 
London and maintain the backing their 
currencies invested largely sterling securi- 
ties (11). Canada already noted some- 
thing exception this development, 
because her much closer financial and com- 
mercial ties with the United States and hence 
the adoption the dollar, rather than the 
pound, her autonomous monetary standard. 
The Indian continent used the rupee but never- 
theless adopted, effect, sterling exchange 
standard the few years World 
War (12). until 1893 the rupee had been 
based silver freely minted, the gold value 
the rupee fluctuating with the gold value 
silver bullion. This had the disadvantage that 
India’s exports and imports fluctuated arbitra- 
rily accordance with changes the relative 
value silver and gold. 1893 the Indian 
mints were closed the free mintage silver 
and the value the rupee was divorced from 
the value the metal contained it. Even- 
tually system was evolved which the rupee 


(11) The Sterling Area, British Common- 
wealth Affairs pamphlet, 1950. 

(12) For the drift India the gold exchange stan- 
dard, effect sterling exchange standard, see 
Indian Currency and Finance (1913). India was the first major 
economy fully develop the gold exchange standard for which 
that time Keynes predicted big future. 


was brought the gold standard. Gold 
was used support the exchanges, but 
practise the use gold even for this purpose 
was normally unnecessary, since the currency 
authority stood ready sell rupees for sterling 
versa rates which made unprofitable 
ship gold. this way, sterling assets were 
accumulated London against issues local 
currency. The Anglo-Indian banks also kept 
their reserves London. 

Within the pre-1914 international gold stan- 
dard system there had therefore developed 
set close commercial and financial con- 
nexions between the United Kingdom and its 
colonies and Dominions which formed the 
nucleus what was known the sterling 
area. Nearly British long-term over- 
seas investment 1914 was the Empire (13), 
while just over its trade was with these 
same territories. 


Developments the Inter-War Years. 


The effect World War was distort 
the international economy and weaken the 
position Britain such extent that 
could not claimed that the international 
gold standard the nineteen twenties was 
effect sterling exchange standard. destroyed 
the world wide dominance the pound but 
did not substitute the dollar for even create 
the prospects true dollar exchange stan- 
dard. The motives that had led all countries 
endeavour preserve stability their rates 
enough create group so-called sterling 
countries persisting throughout the period 
war and reconstruction were neither univer- 
sal nor powerful before (14). Never- 
theless, the widespread return gold the 
nineteen twenties served prevent full reco- 
gnition distinct sterling currency system. 
was already clear that the use sterling 
balances London the Dominions was the 
essence the management the Common- 
wealth exchanges. But not until the disin- 


(13) For the magnitude and composition British foreign 
investment this time see Europe the World’s Banker, 
1870-1914. 

(14) Brown, op. cit., 183. 
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tegration the gold standard, when sterling 
was devalued September 1931 and num- 
ber other countries, who valued stability 
sterling more than gold, followed suit, did 
observers sufficiently recognise the emergence 
clearly identifiable currency system adopt 
the label sterling bloc the early thirthies 
the single currency system dominated 
single centre London which existed before 1914, 
had split into number currency groups, 
reflecting the existence several centres in- 
dustrial power with lesser economies claustered 
around them. 

The sterling area that emerged from these 
bouts exchange depreciation consisted the 
first place the British Commonwealth 
with the notable exception Canada, whose 
currency took middle course between the 
pound and dollar with other nations joining 
the association intervals: Portugal, for ex- 
ample, joined immediately; the Scandinavian 
countries 1933; Iran and Latvia 1936 and 
on. addition there were several countries 
like Japan and Argentina, for many 
years kept their official exchange rates fixed 
terms sterling, but who were not regard- 
full members the sterling bloc. 
the main however the area consisted the 
Commonwealth and the countries 
northern Europe. 

The closeness these various currencies 
sterling varied from country country. 
the time the Ottawa Conference 1932 the 
currencies the Dominions were all over the 
place; sterling was discount gold; the 
South African pound still rested gold and 
premium sterling (15); the Australian 
and New Zealand pounds were discount 
sterling (16). India, Egypt, Portugal held 


(15) South Africa eventually moved with sterling 1933. 
was crucial test, because demonstrated that even South 
Africa, the greatest gold producer, was not the gold stan- 
Current Financial Problems and the City London, Institute 
Bankers, 1948. South Africa differed for example from 
New Zealand, not basing its money gold rather than 
sterling, but replenishing its sterling reserves sales 
England gold instead wool, butter and lamb. 

(16) Australia and New Zealand, debtor countries and 
faced with acute balance payments problems result 
falling commodity prices, had been forced abandon conver- 


with gold 1929 and allow their currencies depre- 
ciate. 


closely their old parity with sterling, while 
the Scandinavian countries permitted occasio- 
nal variations relative sterling, though the 
whole, held their rates stable for considerable 
periods. Those who pegged their currencies 
sterling discount were the majority and 
there was example currency pegged 
sterling above its old parity. 

Though all members the sterling area 
were anxious maintain long run exchange 
stability with sterling, none them surrendered 
their freedom differ from sterling they 
chose (17). The motives which induced coun- 
tries maintain stability terms sterling 
were different the levels which these 
pegging operations were brought about. The 
forces that pulled South Africa into the area 
were not the same those which kept Austra- 
lia within depreciation sterling. 
Denmark was powerfully influenced follow- 
ing sterling the direct competition with New 
Zealand the British market (18). Sweden was 
strongly influenced the fact that large part 
her export trade the time Britain left the 
gold standard was being carried sterling 
contracts. doubt political bonds would also 
influence the Dominion members. Again, the 
desire avoid serious loss their London 
reserves, terms their own currencies, 
they stuck gold and the deflationary pres- 
sures this would have entailed, was another 
powerful motive for following sterling (19). 


(17) New Zealand for example allowed its pound depre- 
ciate further terms sterling 1933. 1938 the face 
acute balance payments problem and dwindling 
reserves, brought about combination domestic pro- 
increased public works and social services and 
falling export prices, New Zealand adopted exchange and im- 
port controls rather than depreciate still further. These regula- 
tions however applied sterling well non-sterling area 
countries. 

(18) Argentine, Bolivia and Uruguay were likewise heavily 
dependent the British market and had thus great interest 
maintaining exchange stability with sterling. the case 
Japan was less her with the United Kingdom that 
proved the strongest motivating factor, than her trade with 
other sterling area countries. 

(19) The Netherlands sticking gold suffered substan- 
tial exchange loss its balances held London and did not 
avoid the rigours deflation the early The French 
the late avoided exchange loss rapid withdrawal 
their short term funds London with consequent heavy 
drain gold, much the discomfiture Great 
efforts maintain sterling gold. 
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But undoubtedly the most important reason 
for maintaining stability terms sterling, 
and which all these countries shared com- 
mon, were their strong commercial ties with 
the United Kingdom. The following table il- 
lustrates the importance these commercial 
connexions. 


PERCENTAGE SHARE THE UNITED KINGDOM 
THE FOREIGN TRADE 
STERLING-AREA COUNTRIES (20) 


Exports Imports 


1929 1933 1937 1929 1933 1937 


The above countries had strong interest 
protecting their export prices and hence their 
competitive position the British market, 
allowing their currencies depreciate with 
sterling. Moreover their imports from Great 
Britain were big enough for their sterling balan- 
ces act useful reserve. Clearly, the 
greater the dependence country Great 
Britain for its imports, the more liquid its 
sterling balances become. Moreover, these ba- 
lances could also used pay off the long 
term liabilities Great Britain and there 
evidence the nineteen thirties that number 
Commonwealth countries, for example, were 
using their London balances for Jong term debt 
repatriation (21). 

change standard that there should reasonable 


(20) From: International Currency Experience, LEAGUE 
NATIONS, 

(21) The building sterling balances would tend 
broaden the domestic credit base the dominions. The 
resulting decline interest rates made possible and advan- 
tageous for domestic borrowers repay foreign debt issuing 
new loans home International Currency Experience, 
GUE Nations (1944), 60. 


stability the centre country and this respect 
Great Britain had undoubted advantage 
over other industrialised nations. The decline 
money incomes and business activity the 
early 1930’s was less severe Britain than 
other leading industrial countries, while 
recovery began early and was steadily main- 
tained. Moreover, through the device 
Exchange Equalisation Account set 1932, 
fluctuations the exchange result short 
term capital movements, were smoothed 
out (22). 

Though little was done the United King- 
dom deliberately consolidate and enlarge the 
sterling area there was important streng- 
thening the nucleus Commonwealth 
economic relations result British prefe- 
rence the Empire countries respect 
long term capital issues placed the London 
money market and preferences granted 
under the Ottawa trade agreements (23). 
1932 the British Government requested com- 
plete cessation new issues the London 
money market enable the Government 
embark major conversion war bonds. 
1933 the embargo was relaxed favour 
United Kingdom Empire issues and 
1934 this favour was extended other members 
the sterling area. The aim this policy was 
grant loans which would directly assist 
British industry which building the 
sterling balances London would assist coun- 
tries the sterling area maintain stability 
with the British pound times economic 
stress (24). the nineteen thirties there was 


(22) The account simply device which puts Treasury 
bills for foreigners and permits them increase 
decrease their holdings without unduly influencing the sterling 
exchange The Exchange Equalisation Account 
(1935), 24- High bank rate and the gold reserves the 
Bank England were longer used support the ex- 
changes. far movements short term funds 
London led increase demand for bills and subsequent 
shortage them for the commercial banks, there was check 
the expansion bank credit. The effect was thus similar 
that under the orthodox gold standard though very much 
weaker. 

(23) Commonwealth economic relations and policies 
the inter-war years see Survey Common- 
wealth Relations, Vol. Part 

(24) This was not the first occasion 
fluence interference British overseas investment. 
the Colonial Stocks Act, British colonial and 
dominion which observed certain Treasury 


The Sterling Area 


noticeable contraction the frontiers 
the British Empire, though the two did not 
become conterminous. 

This preference for the Empire respect 
British capital exports was the small and 
barely perceptible beginnings feature 
the sterling area which, today, has become 
the greatest importance the management 
its currency problems. 

imperial preference overseas invest- 
ment was barely perceptible, the same could 
not said for the system imperial prefe- 
rence which resulted from the Ottawa Trade 
Agreements 1932. Some imperial statesman 
that time even talked terms imperial 
economic self-sufficiency (25). that 
there was relative and absolute increase 
the share world trade enjoyed British 
Commonwealth and Empire countries the 
imperial self-sufficiency was grand 
illusion. was not possible fit the trading 
pattern the Empire into its political pat- 
tern. For many important products the Empire 
market was too small; while for many its 
commodity requirements the Empire was 
means self-sufficient. Great Britain, par- 
ticular, had wary inflicting harm 
some her best customers markets outside 
the Empire. Moreover, proved difficult 
reconcile the various conflicting economic in- 
terests within the Empire; Great Britain needed 
protect British agriculture against the com- 
petition the Dominion producers, while the 
Dominions did not intend relax their pro- 
tection young and growing industries 
favour British manufactures. the late 
nineteen thirties more enlightened statesmen 


guards were made eligible for purchase trust bodies whose 
choice was restricted law. This provided strong market 
for colonial and dominion bonds which foreigners could not 
compete. During World War there was embargo 
foreign investment, except for some important Empire issues, 
under the Trade Facilities Acts 1922-27 the Treasury was 
authorised guarantee the principal and interest loans 
proceeds were spent directly the products British 
industry. 

(25) the genesis the ideas imperial preference see 
op. cit. should noted that the dominions 
were the first adopt imperial preference, beginning with 
Canada 1897 and throughout the nineteen twenties domi- 
statesmen were repeatedly trying persuade the United 
Kingdom adopt the system. 


were thinking terms harmonising the in- 
terests the Empire with those the wider 
community trading nations. Nevertheless 
this tendency towards strengthening the 
economic relations the Empire through trade 


and investment policies and the appeals 


went with it, were find greatly increased 
favour the years post-war dollar shortage. 

The nucleus the sterling area had drawn 
close together the face the difficulties 
economic depression; was become very 
much more compact the years post-war 
dollar shortage. 

One last feature the sterling area 
appeared the nineteen thirties should 
noted and that the position the centre 
country such system. Certainly, the Bank 
England was assisted its domestic credit 
management the fact that the sterling area 
central banks (26) entrusted the adminis- 
tration major part, not the whole their 
London funds. The use Treasury bills for 
this purpose meant that the bulk the sterling 
area funds did not enter the balance sheet the 
Bank England. fluctuations these ba- 
lances the Bank England had been ex- 
posed the public view, offsetting operations 
the Bank would have been necessary 
preserve stability the credit base (27). The 
payment interest these reserves the 
United Kingdom could not regarded 
undue burden for the market rate Treasury 
bills London rarely rose above this 
period. Moreover, this interest payment was, 
one sense, the price which the centre coun- 
try had pay for the increased liquidity 
enjoyed enabling use its own currency 
means settlement throughout the area 
over which the system operated (28). 

more serious disadvantage perhaps for the 
centre country was that other members could 
off sterling, but not the United Kingdom. 
Member countries therefore could obtain com- 


(26) Australia set central bank 1911, South Africa 
1920 and New Zealand, Canada and India between 1934-35- 
All regulated domestic credit with reference their London 
balances, though should noted that more and more their 
policy became defined terms not maintenance 
exchange stability but internal stability. 

(27) Nations, op. cit., 63. 
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petitive advantages the expense the United 
Kingdom pegging their currencies ster- 
ling unduly low rate (29). 

more serious matter for the United King- 
dom was the fact that these balances tended 
fluctuate with the cyclical movements the 


Great Britain had meet some the strain 
falling the sterling area through fluctuations 
raw material and agricultural prices and this 
rendered the centre vulnerable international 
disequilibria which was not otherwise con- 
cerned (31). 


RESERVES STERLING-AREA MEMBER COUNTRIES 
CENTRAL FOREIGN EXCHANGE RESERVES sterling) 


(millions) 
End 1929 1931 1932 1933 1934 1935 1936 1937 1938 
Australia 7-9 13.3 18.0 34-7 39-2 30.4 30.2 38.5 32.2 
Estonia 0.9 0.3 0.2 0.4 0.3 0.6 
India 26.1 41.9 44-4 62.6 62.7 64.7 62.9 53-2 
Latvia 0.7 0.6 0.2 0.2 0.4 1.8 1.5 
New Zealand 17.1 17.3 13.3 13-7 
Norway 0.3 2.3 2.6 6.0 12.9 12.1 
Palestine 1.9 2.3 3-0 4-2 5-0 4.8 4-2 
Portugal 2.5 4-7 2.3 2.7 3-9 
Thailand 8.8 0.1 0.4 9-7 10.2 10.8 11.3 
Total Central Gold Reserves (in 
| 


The above data are derived from International Currency Experience, LEAGUE Nations (1944). The table does not cover the 
whole sterling area since the British colonial dependencies are not included. Though central banks not usually specify the cur- 
rencies which their liquid foreign assets are held, the presumption here that members the area held them largely sterling. 

Under the gold exchange standard the nineteen twenties the share foreign exchange total reserves never rose above 
42%; will noticed how much higher was this proportion the sterling area. 


prices primary products payments. The 
centre had keep reserves for the whole area 
for settlement with the outside world and that 
meant keeping gold (30). other words, 


(29) There were some examples tendency under- 
valuation other currencies the area terms sterling, 
due the main the pressure from exporters, for example 
Danish farmers South African gold producers. See 
Note the Sterling Area, Economic Journal 
September 1937. should noted however that some under- 
valuation members’ currencies the outset may neces- 
sary for such system come into operation all 
permit the building balances the centre. 

(30) Sterling remained freely convertible into gold and 
other currencies this time and member countries could use 
their sterling balances for this purpose they pleased. There 
was pooling gold and foreign exchange. 


The fact that the system was exposed 
cyclical fluctuations often originating from out- 
side its boundaries gave the centre country 
particularly heavy responsibility for maintain- 
ing liquidity throughout the whole area. This 
responsibility foreshadowed the much greater 
difficulties that were encountered the 
administration the sterling area dollar pool 
the face fluctuations the dollar earning 
capacity sterling area products. 

Shortly before the outbreak the late war, 


(31) Nations, op. cit., 64. example 
this occurred 1938 when the great fall world primary 
product prices led big decline sterling balances 
London. 
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fears outbreak hostilities led run 
sterling, which depreciated terms the 
United States dollar. This fall sterling led 
the withdrawal most the non-Empire 
countries from the area. most these coun- 
tries intended remaining neutral the event 
war they could not anyway have remained 
members currency system linked one 
the belligerents. These defections meant that 
the sterling area became practically identified 
with the countries the Commonwealth. With 
the imposition exchange control the out- 


break war was given, for the first time 
its history, formal definition. 

The sterling area thus outgrowth 
British imperial economic expansion 
nineteenth century; its maturity currency 
system was revealed observers the nineteen 
thirties. The time had now arrived when the 
pressing needs war made necessary give 
the system statutory definition and subject 
systematic regulation. 


(To 


Bank Capital Italy 


(The Impact Inflation and Current Prospects) 


GIUSEPPE MENGHINI 


This paper not concerned with the two 
preliminary questions relating bank capital: 


the necessity and functions bank capital; 
the advisability State regulation. 
Both the above problems have been thoroughly 


examined banking doctrine and fairly general 
agreement has been reached along the following lines: 


bank must have capital its own even 
the low ratio its net worth outside funds 
typical feature distinguishing from other economic 
enterprises not only start business promotio- 
nal function), but above all ensure (except the 
case general depression) the capacity absorbing 
extraordinary losses (1), the direct interest de- 
positors guarantee function). 


order afford proper degree pro- 
tection depositors, the fixing bank’s capital 
requires the intervention public supervisory autho- 
rity. There ample reason believe that the com- 
position contrasting interests 
and depositors cannot left market 
forces. fact, owners» are anxious keep ca- 
pital accounts the lowest possible level 
increase their profit rate, while depositors are inte- 
rested there being large and adequate capital 
capable meeting possible risks. Since, generally 


(1) known, the process the formation bank 
income enlists among costs: insolvencies, the depreciation any 
kind form assets, losses due fluctuations Stock Ex- 
change quotations and exchange rates, These losses are con- 
sidered part ordinary business risks and should sufficiently 
covered current Consequently, the capital should 
only required cover: 

unpredictable and extraordinary risks; 

losses ordinarily experienced day-to-day banking 
operations, when market conditions not allow receipts suf- 
ficient absorb them; 

losses due liquidation sales, when bank being 
wound and operating proceeds are longer available. 

the other hand, when general depression, whether 
national international, occurs, the solvency banks ceases 
liquidity the solution which depends essentially 
the action taken the central monetary authorities, 


speaking, the size the capital one the ele- 
ments which the public’s confidence banks 
based, one might assume that free competition should 
lead balance point which capital would 
find sufficient yield compared with the yield 
any other form investment and creditors suf- 
ficient guarantee (2); but, matter fact, market 
imperfections and the peculiarities bank business 
might lead very different results, the detriment 
depositors’ claims. particular, not possible 
neglect the fact that savers are nearly always inca- 
pable assessing and estimating the relevant elements 
When facing the problem deciding which bank 
entrust their savings to; furthermore not dif- 
ficult for bankers find suitable substitutes for ca- 
pital offer more less gullible depositors (3). 
Now, among the factors which, over and above capi- 
tal, are likely attract the public there the volume 
deposits; and this, turn, influenced the 
credit policy carried out the banks themselves. 
This process, well-known, enables 
tutes, unlike all other economic enterprises, increase 
their resources regardless the amount their net 
worth; and likely that the banks will parti- 
cularly inclined themselves this possibility 
during periods business expansion and postpone 
capital adjustments. For, while deposit expansion 
entails only increase expenses, capital 
increases quite apart from the charges involved 
are usually beset with number difficulties both 
for State-owned banks and for private banks. The 
former are subject the financial possibilities the 
Treasury the accumulation profits; the shares 
the latter are usually less popular owing their li- 
mited circulation, their comparatively low yield and 
the absence opportunities for windfall profits. This 
is, actual fact, the situation prevailing until re- 
cently Italy, where the divergencies average 


(2) Trattato tecnica bancaria, Milan, 
1940, 802. 
(3) 802. 
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yield between bank shares and industrial shares are 
shown 

the framework these basic assumptions, our 
enquiry aims discussing certain problems regarding 


establish simple and clear-cut principles 
ensure the same standard for all banks, actual fact 
considerable difficulties are encountered, both regard- 
ing the choice the basis ratio and the 
enforcement, difficulties which might impossi- 


PROFITS AND DIVIDENDS: COMPARISONS BETWEEN INDUSTRIAL AND BANKING CONCERNS Taste 


Paid-up capital and 


Profits Dividends 


| 


Number firms reserve funds (a) Percent ratios 

Year (millions lire) (per cent) (per cent) dividends profits 

1938 1,138 3,082.70 7-56 5-09 6.22 82.32 65.13 

1947 172,743 8,770.21 6.18 7.00 2.47 69.19 37.40 

1948 1,628 426,669 10,690.55 8.29 10.02 6.39 4.45 43.88 


(a) The funds for monetary adjustment are included. End year. 


Azioni 


the size bank capital, and the present <a- 
structure Italian banks and its practical impli- 
cations. 


Capital-Deposit Capital-Asset Ratio. 


known, current regulations concerning 
the size bank capital generally vary according 
whether they refer the foundation the subse- 
quent activity Bank. 

Generally speaking, for the establishment new 
bank the presence certain capital required. 
This initial minimum has necessarily fixed 
the basis factors quite extraneous the future 
enterprise’s activity; sometimes (as today the case 
Italy) they are left the appraisal the super- 
visory authorities each separate case (4); some- 
times reference made the population the 
country the juridical form the enterprise 
the territorial extension its activity, etc. 

Once the Bank has started operating, the adequacy 
its capital act guarantee should propor- 
tionate the expansion its activity and, for this 
purpose, further and different control measures should 
introduced. But, although would seem advisable 


(4) For the evolution Italian control (bank- 
ing laws 1926 and 1936) and for comparisons between the 
regulations different countries, see: Difesa del 
risparmio esercizio del credito regime corporativo, Padua 
1938; and other Authors, Commercial Banking 
Legislation and Control, McMillan, London, 1939. 


Source: Notizie statistiche sulle Italiane per Azioni, 1949, issued the Associazione tra Italiane per 


ble overcome periods rapid economic dynamism. 
Hence may become advisable even necessary 
waive precise formulas, preferring flexible control 
and the pressure brought bear the supervisory 
authority. 


Regarding the selection the term with which 
bank capital may compared, there has been and 
still considerable divergency opinions. 


One line thought, which the past pre- 
vailed also the United States, holds that capital 
should proportion the total deposits and 
current accounts; and this consequence the 
obvious relation existing between the risks inherent 
credit operations and the total amout alien 
funds 


second line thought now strongly 
supported the United States considers total 
assets the most reasonable basis for establishing the 
ratio bank 


Undoubtedly the capital total asset ratio presents 
refers the capital directly credit items, including 
and investments the deterioration which 
(owing losses, devaluation, etc.) the capital directed 
absorb. However, actual fact this abstract lo- 
gical validity becomes irrelevant: the one hand, 
total deposits differ from total assets according 
rather homogeneous percentages; the other hand, 
owing the intrinsic characteristics the assets, 
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conceals incongruities and drawbacks not easily over- 
come. 

Firstly, should remarked that the commonly 
accepted meaning capital ideal, abstract ac- 
countancy value resulting from the algebric total 
assets and liabilities. Therefore, operating enter- 
prise, its size function the assessment criteria 
adopted determine assets and liabilities. parti- 
cular, subject asset evaluation since bank 
liabilities are easily ascertained. there close 
connection between the evaluation total assets and 
the size capital, the latter has value its own 
that may compared with the value the assets. 

Further, two other difficulties are considered: 
some the component parts total assets, lacking 
market value, have only nominal values; the 
degree risk varies considerably the case the 
majority the credit items. 

Consequently unavoidable lack precision and 
arbitrariness arises, which excludes right priority 
total assets basis for establishing the size 
bank capital. 

The foregoing objections could not overcome even 
the ratios were calculated the basis assets 
exclusive cash and investments State securities 
limited the so-called risk assets »). 


order give real meaning the logical- 
ness the capital-asset ratio, the suggestion has been 
put forward the United States divide assets into 
groups with varying degrees risk and establish 
different capital (5) requirements for each group. This 
discriminating capital-asset ratio would overcome the 
drawbacks which the ratio accu- 
sed, drawbacks which may summed follows: 

although meant cover any losses occurring 
credit operations, does not make any allowance for 
the varying degrees risk attending the different 
types 


neglects the differences which may exist 
asset structure from one bank another and conse- 
quently applies the same standard all enterprises, 
their business conduct; 


ignores the changes which may occur the 
pattern bank assets the course time, modifying 
the estimate the adequacy capital gua- 


capital-asset ratio undeniable, there are however 
serious reasons preventing from being practicable. 


(5) Some specify: available capital, that say capi- 
(capital+reserves and undistributed profits) less 
investments immovable property (real estate, banking house 
fixtures, 


Firstly, situations may develop which call for rapid 
changes the composition assets; this case the 
adjustment the several asset ratios might give rise 
difficult problems might even compel the banks 
oppose legitimate business developments. 

But, above all, the fact establishing ratios for the 
different groups assets would involve complicated 
classification regards the creation homogeneous 
groups with respect the degree risk. Owing 
the range bank operations, objective degree 
risk can applied individual groups credit 
operations, except the case cash assets and State 
securities. Very often, moreover, there conside- 
rable difference risk between one operation and 
another within the same category difference which 
may actually greater than the difference between 
one category and another. 

sum up, appears that the traditional ratio 
capital total deposits the most reasonable and 
simple practice and not priori surpassed some 
American writers would contend (6). 

based reliable and easily determined 
factor: the bank’s liabilities, the amount which 
may easily ascertained and not subject evaluation 
principles subjective nature, that possible 
establish amount keeping with the 
bank’s debts and consequently with its credit capacity 
and presumable volume risks. 


The “Traditional” Capital-Deposit 
Ratio 10) and the Necessity 
Adequate Remuneration for Bank 
Capital. 


already stated, the adjustment capital 
deposits prevailed for long time practice well 
theory and even now, despite the unavoidable 
arbitrariness involved, may satisfactorily applied 
empirical and general device adopted with 
suitable qualifications according the different bank 
managements. 

The best known these ratios may 
termed traditional since represented the index 
broad approximation for advanced banking systems 
the first decades our century was the one 


(6) For extensive survey this subject and for infor- 
mation regarding the tendency the American supervisory 
authorities replace the traditional ratio based the volume 
deposits with new systems referring credit activity, sec 
The Capital-Deposit Ratio Banking Super- 
vision, The Journal Political Economy Feb. 1941; 
Restated, the same Journal Nov. 1947; 
New Supervisory View Bank Capital, The Journal 
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which considered the necessary and sufficient amount 
capital about one tenth total deposits. 

This amount which referred period 
which the capital banks was well above this mini- 
mum was actually contemplated the articles 
association some banks (7), sanctioned banking 
laws recommended the supervisory authorities (8) 
and also Italy was proposed with variations 
some Bills referring credit control 

now memory the past, except few countries 
(Switzerland and, some extent, the United States). 
The expansion currency circulation and inflationary 
developments the last ten years have led great 


broadly speaking, the normal rate for investments 
the market. Consequently the adjustment bank 
capital the expansion deposits finds natural 
obstacle the level bank capital yield: the faster the 
expansion total deposits and the more limited the 
profits bank business, the greater the obstacle. 

These conditions occurred Italy during the past 
ten years inflationary developments. 


this aspect some statistical data may 
interesting bring date the calculations ma- 
Prof. Mazzantini (10). The latter remarked that, 
between the first world war and the great depression, 
ratio about 1:10 between capital accounts and 


PROFITS PUBLIC LAW CREDIT INSTITUTES AND BANKS NATIONAL INTEREST 


(millions lire) 


1939 3,649 39,824.16 207.87 5-69 10.08 9-92 
1940 46,929.40 221.19 5-41 9.52 10.50 
1942 74,882.69 262.27 6.20 16.14 
1944 4-491 175,065.49 172.65 2.63 38.02 
1945 4,810 256,804.34 3-26 0.072 52.36 
1946 471,317-30 3-13 0.048 84.03 
1947 5,848 292.98 0.78 128.20 
1948 6,422 1,096,101.11 650.60 0.073 0.58 172.41 
1949 12,728 1,304.50 10.25 1.08 92-59 


(a) Includes: paid-up capital, reserve funds, deposits and current accounts, circular cheques and sundry creditors, 
Source: Notizie Statistiche sulle Italiane per Azioni, 1949 


divergency between the growth bank deposits funds administered (including not only deposits 


the increase bank capital, resulting sometimes (in 
Italy for instance) capital-deposit ratio much 
below 1:10. For thorough appraisal, and partial 
justification, this trend, two sets circumstances 
must taken into account: 


the complex variety controls introduced 
during the last twenty years and the growing impor- 
tance public investments bank assets have pro- 
vided guarantee factors making for and rendering 
acceptable considerably lower capital-deposit ratios; 


further, already stated, ratio between ca- 
pital and liabilities cannot ignore the necessity en- 
suring remuneration bank capital corresponding, 


(7) See op. cit., 804. 

(8) See the articles already quoted The 
Political Economy Feb. 1941 and Nov. 1947. 

(9) See Rapporto della Commissione economica presen- 
tato all’Assemblea Costituente Vol. IV, Credito Assicura- 
zione, Rome, 1946. 


and current accounts, but also net worth, circular che- 
ques and sundry creditors) allowed more than suf- 
ficient yield paid-up capital (11). fact, net pro- 
fit fluctuated around 10-12 per cent per annum. The 
world crisis impaired this yield very considerably. 

Continuing these calculations for the years after 
1937, and until 1949, for public law credit institutes 
and «banks national interest» the one hand 
(Table and credit companies including banks 
national interest the other III), observe 
contrast: 


stationary average percentual yield during the 
first years the war and its decline betwen 1942 and 
1946; 

uninterrupted lowering the average ratio 


(10) Op. cit., 803 ff. 
(11) general practice Italian banks, subscribed 
capital and paid-up capital coincide. 


Banca Nazionale del Lavoro 


between capital accounts and liabilities: from about 
1938 1:20 1943 and 1:172 1948. 

may inferred that the traditional ratio 
per cent showed tendency shift radically also 
because, under the conditions which banking ope- 


seven-tenths. Once the reserve fund reached one tenth 
total deposits, the aforesaid institutions were allow- 
allocate maximum five-tenths their net 
profits charity and public utility purposes. 

real capital-deposit ratio, however, was oniy 


PROFITS BANKING COMPANIES 
(millions lire) 
1946 3,529.19 351.27 6.35 0.07 


(a) Includes: paid-up capital, reserve funds, deposits and current accounts, circular cheques and sundry creditors. 
Source: Notizie Statistiche Italiane per Azioni, 1949. 


rations are performed today, does not guarantee 
remuneration for the capital invested, owing 
the constant increase bank costs (12). 


lll. Capital-Deposit Ratio Law and 
Practice. 


The problem minimum initial capital 
will not discussed this paper; has been 
suitably solved Italy granting the supervisory 
authority full power take flexible decisions case 
case according circumstances (Art. the Bank- 
ing Law 1936-37). Far more interesting and delicate 
the problem the capital-deposit ratio for operating 
enterprises. will turn our attention it, exami- 
ning present Italian legislation and the changes which 
have occurred the ratio for the whole Italian 
banking system well for the different groups 
banks, posting date some international compa- 
risons and discussing briefly the possibilities and the 
means for strengthening bank capital our country. 


The first provision regarding the 
Saving Banks, which established that nine-tenths 
the yearly net profit were set aside form 
reserve fund until the latter amounted one tenth 
total deposits. Subsequently, 1929, Savings Banks 
and Pledge Banks were allowed reduce the quota 
earmarked for the formation reserve fund 


(12) the problem bank costs Italy, see: Maz- 
Credito edited the Banca Nazionale del Lavoro, No. 
3rd quarter, 1949, pag. 288 ff, 


enacted 1926. the basis Art. Decree-Law 
No. 1830 November 1926, the ratio bank de- 
posits capital plus reserves was not exceed 
Any amount excess this was invested 
Government bonds deposited placed non- 
interest bearing current account with the Bank 
Italy. This legal ratio 1:20 was that time 
and remained until the second world war far lower 
than the actual ratios Italian banks which were 
generally about 1:10. 

The 1936-7 Banking Law recognizing the arbi- 
trary nature any inflexible and aprioristic formula, 
view the different banking managements and 
changing market conditions refrained from formally 
enacting fixed ratios and preferred grant the super- 
visory authorities power impart instructions 
general nature banks particular nature 
groups banks single banks, amendable after 
suitable with regard «the ratio between 
net worth and liabilities, and the possible types 
investment authorized for such deposits exceed the 
amount established said ratio» (Arts, and (13). 

Nevertheless the ratio established the 1926 Law 
was maintained standard the supervisory 
authorities until 1945. 

The «nominal» increase which had meanwhile 
taken place the volume deposits result 
inflation unaccompanied even nominal adjust- 
ment bank capital then made imperative 
change the ratio ensure suitable yield 
the banks which were heavily burdened increased 


(13) The supervisory authorities have also the power 
regulate the ratio between bank capital and investments 
real estate industrial shares (Art. 35). 
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operating costs. Consequently, from March 1946, 
the supervisory authority provided that capital accounts 
(capital and reserve funds) could not less than one 
thirtieth total deposits and that banks holding depo- 
sits equivalent more than thirty times their capital ac- 
counts were invest the surplus State State-gua- 
ranteed securities deposited with the Bank 


This measure was temporary makeshift time 
when monetary devaluation reacted unfavourably 
the yield banking enterprises and the formation 
savings. was not implemented and had therefore 
abandoned. 

Eventually the matter was regulated novo 
the provision July 17, 1947, wherein the 


DEPOSITS AND CURRENT ACCOUNTS ITALY, GROUPS BANKS (a) 


Savings Banks 
Banks Ist 
1938 8,843 13,888 8,163 18,916 
1939 10,437 9,699 18,912 60,966 
1940 14,701 19,251 11,543 7,210 19,753 72,458 
1941 19,550 24,626 15,968 24,012 
1942 24,701 29,622 21,500 12,840 29,283 117,946 
1943 26,745 16,617 32,679 143,258 
1944 56,648 27,122 46,278 248,785 
1945 84,081 108,763 86,020 81,267 406,586 
1946 142,540 192,063 154,783 78,500 130,169 698,055 
1947 225,070 244,486 226,719 114,291 203,323 1,013,889 
1949 448,286 446,101 424,310 214,125 415,902 1,948,724 
1950 518,506 517,089 487,033 238,400 473,878 2,234,906 


Interbank current accounts are excluded. The data refer 365 banks (commercial and savings banks) which hold about 


the total deposits collected all Italian banks. 


Sourcc: Bollettino the Bank Italy. 


Italy pay into interest-bearing current account 
also with the Bank Italy (within six months from 
the ascertainment the surplus). 


NET WORTH ITALIAN BANKS (a) 
(millions lire) 
Banks 
tes Banks ist ca- 
1938 1871 1711 1581 599 1582 
1939 1939 1719 592 1691 
1940 2254 1828 664 1716 8,139 
1942 2518 1859 2041 741 1947 9,106 
1944 2610 1881 1080 2256 10,088 
1945 2916 1894 1217 2415 10,876 
1946 3632 1925 3909| 1748 2541 
1947 3833 2015 3123 2910 18,766 
1948 4347 2075 3901 3802 22,755 
1949 6378 6350 5567 5258 37,143 
1950 9331 6625 6666 6958 46,770 


(a) Net worth includes capital and reserve funds. 


Source: the Bank Italy. 


sterial Credit Committee introduced, anti-infla- 
tionary weapon, system compulsory reserves. 

Banks other than Savings Banks had deposit 
with the Bank Italy, either the form cash 
Government Securities, 20°/, such part their 
deposits and current accounts exceeded ten times 
their capital accounts (capital and reserve funds) 
September 30, 1947 well any increase 
deposits occurring after September 30, 1947 until 
the total ratio between reserves» and alien funds 
reached 

Although this provision has deprived banks the 
possibility granting credit economy proportion 
the whole the increase the deposits, has, 
the other hand, strengthened the guarantee for depo- 
sitors far liquidity and solvency are concerned 
making for the heavy drop the capital-deposit 
ratio. 


contain data regarding the 
increases which occurred between 1938 and 1950 the 
face value deposits and current accounts and 
the capital accounts the Italian banking system. 
According the index numbers Tadle deposits 
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and current accounts increased times (14) between 
December 1938 and December 1950 against 
increase oniy about six times for total capital ac- 
counts. The capital-deposit ratio consequently un- 
derwent considerable changes, declining from about 
1:8 1938 1:15 1943 and 1:66 1948; the 
situation improved appreciably 1949 and 1950 (1:48 
December 1950), but there still very marked 
divergency compared with 1938. actual fact the 
total capital accounts the Italian banking system 
present amount per cent total deposits and 
current accounts, against per cent 1938. 


RATIO NET WORTH DEPOSITS 
ITALIAN BANKING SYSTEM 


Indexes (1938=100) 


End year deposits net worth 

and current worth (b) deposits 

1938 100 100 13.22 

1939 109 102 
1940 130 
1942 212 124 7-72 
1943 130 6.66 

732 148 2.67 
1946 1,257 187 1.97 
1947 1.825 255 1.84 
1949 505 1.90 

i 


(a) Interbank current accounts are excluded. 
(b) Net worth includes capital and reserve funds. 


The drop the capital ratio differs from one 
group banks another, owing the different rate 
deposit expansion and the different managerial 
conduct adopted adjust capital the new condi- 
tions. 

Table VII shows, the highest capital ratio 
present that ordinary credit banks» and 
people’s cooperative banks for which the respective 
ratio are 3.52 and 2.79 per cent deposits and cur- 
rent accounts, while the banks national interest 
show the lowest percentage the whole credit system, 
namely 1.28 per cent. Between the two extremes 
there are the savings banks and public law credit 

The fact that «ordinary credit banks» and 
people’s cooperative banks» have maintained the 


(14) known, this increase considerably lower than 
the increase wholesale prices (54 times); hence the increase 
monetary terms conceals drop about per cent 
the real value total deposits and current accounts. 


VII 
PERCENT RATIOS NET WORTH DEPOSITS 
GROUPS ITALIAN BANKS (a) 


Public Ordinary, People’s Banks and 


Year dit Insti- rative 


tutes 


1938 12.32 19.36 10.47 8.36 
1939 18.49 10.74 16.23 10.00 8.94 
10.19 6.27 9-49 5:77 6.65 
9-41 8.03 5-58 6.34 
1944 4-60 2.55 3-98 4.87 
1945 3-46 1.74 2.83 2.62 2.97 
1946 2.54 1.00 2.52 2.22 
1947 1.70 0.82 3-03 1-43 
1948 1.30 0.57 2.63 2.30 
1949 1.42 1.42 2.60 1.26 
1950 1.80 1.28 3-52 2-79 1.46 


(a) Net worth includes capital and reserve funds, The 
term deposits includes deposits and current accounts, In- 
terbank current accounts are excluded. 


highest ratio accounted for partly the larger 
flow deposits public law credit institutes and 
banks national interest and partly the juri- 
dical nature ordinary banks and people’s coo- 
perative banks whose private character has enabled 
even obliged them increase their capital, not 
only converting hidden into manifest reserves, but 
also resorting the money market and reva- 
for monetary adjustment measures which 
were not accessible the public law credit insti- 
tutes» owing their juridical nature, the 
national interest owing the difficult 
financial situation (Istituto per Ricostru- 
zione Industriale Industrial Recovery Institute) which 


holds the their shares (15). 


not only during the last ten years that 
there has been decline the capital-deposit ratio. 
Inflationary movements have always been accompa- 
nied marked downward trend the capital 
ratio (16). 


(15) must remembered that also the capital-deposit 
ratios for each the above-mentioned banking groups are only 
general averages, often concealing wide divergencies from one 
enterprise another within the same group. Even for one and 
the same enterprise, the capital-deposit ratio may mislead- 
ing inasmuch the capital accounts are the result asset 
values depending subjective appraisals and divergent business 
policies; consequently they acquire real meaning only 
they are considered the light the practices 
(provision sinking funds for real estate and banking house 
fixtures, under-valuation investment portfolios, writing-down 
doubtful credits, etc.). 

(16) See op. cit., 807; and the article Zum 
Kapitel Bank Kapital Zeitschrift fiir das gesamte Kre- 
ditwesen Feb. 1950. 
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compared with deposits and current accounts, 
the percentual capital ratio Italian banks 
declined from 22.3 per cent between 1913 and 
1921, rising 13.3 per cent 1926 1937). 

Nor this only Italian phenomenon. Also 
abroad the decline the capital ratio, which had 
already started before World War II, increased consi- 
derably result recent inflationary developments, 
dropping levels never reached the past. Table 
significant this respect, since sums 


10. has already been remarked, justification 
for the changed pattern the capital-deposit ratio 
may found the far-reaching innovations (changes 
asset structures, public controls, etc.) introduced 
most countries after the Great Depression 1930-33, 
which led considerable increase the guarantees 


afforded depositors, This the case also Italy, 


particularly since 1947 when the system compulsory 
reserves was added the network legal obligations 
already force relating the opening 


DEPOSITS AND CURRENT ACCOUNTS, NET WORTH AND RELATED RATIOS VIII 
AMERICAN, FRENCH, ENGLISH AND SWISS BANKS 


GREAT BRITAIN: BIG FIVE (a) 
(millions sterling) 


End Deposits and 
| | | 
1,950.09 116,11 5.95 


(a) Barclays Bank, Midland Bank, Bank, West- 
minster Bank, Nationa] Provincial Bank. 


Source: 


UNITED STATES: COMMERCIAL BANKS 
(millions dollars) 


FRANCE: WHOLE BANKING SYSTEM 
(billions francs) 


accounts 
| | 
10.7 19-63 
1946 443.1 19.3 
1947 4.26 
1949 986 3.50 
1950 3-48 


Source: Commission Contréle des Banques, Rapports 


SWITZERLAND: WHOLE BANKING SYSTEM 
(millions francs) 


1939 57,718 6,885 11.9 
1945 8,950 6.0 

1948 10,480 7-3 
1949 10,907 7-6 

1950 153,870 11,620 


| 
| 


Source: Federal Reserve Bulletin. 


the data for the four money markets greatest inter- 
national importance U.S.A., Great Britain, France 
and Switzerland. Great Britain the capital-deposit 
ratio has dropped level slightly higher than 
Italy (from 2.40%); the French ratio 
somewhat higher but with maximum decli- 
from the ratios for the U.S.A. and 
especially for Switzerland (10.30%) are still high, but 
there has been considerable shrinkage compared 
with 1938, which the case Switzerland 
high 30%. 


= 


1947 2,261.2 10.8 


Source: Das Schweizerische Bankwesen Jahr 1949, is- 
sued Swiss National Bank. 


new banks banking branches, elimination partici- 
pations and medium and long term loans, credit 
control, this legal framework, policy aiming 
guaranteeing bank creditors’ claims increase 
bank capital might some extent least, 
substituted active manipulation the complex 
variety weapons the monetary authorities 
now have their disposal. 

any case, the process strengthening bank ca- 
pital has been under way since 1948 and, quite apart 
from the above-mentioned compensatory control 
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measures, should pursued tenaciously beyond the 
modest level far attained. Until what new ratios 
are answer obviously only broadly 
approximate one involves knowledge the 
present revaluation possibilities for monetary adjust- 
ment. will now examine this aspect. 


Revaluation for Monetary Adjustment 
and Bank Capital Increases between 1946 


and 1950. 


11. recent years the problem revalua- 
tion (17) for monetary adjustment has been parti- 
cular interest non-financial business enterprises 
which, operating they real goods which 
almost all their capital invested, have not suffered 
any substantial loss result inflationary develop- 

the other hand, this problem not great 
importance for banks owing the different structure 
bank assets, which consist for the most part 
monetary values and only for small fraction values 
incorporated real property (real estate, furniture 
and equipment). 

fact, consider the distribution bank 
assets see that: 


for first group assets (cash, portfolio, 
discounts, advances, contangoes, letters credit, etc.), 
which absorb most bank’s resources, problem 
revaluation arises; 


for second group (State securities, corporate 
debentures and shares), revaluation equally impos- 
sible, since, while the accountancy value some 
investments (State securities) remains unchanged, 
the case others (shares) stock exchange quotations 
already discount monetary devaluation. There is, 
however, possibility revaluation the case both 
the share portfolio and industrial participations 
purchased periods currency stability, provided 
these securities are still entered face» value 
the bank balance-sheets; 


immovable property and equipment, that revaluation 
can interest. Only these assets are 
entered bank balance-sheets view the usage 
considering operating expenses all payments 
made for the purchase furniture and equipment and 


(17) known, revaluation for monetary adjustment 
regulated Act No. 436 May 27, 1946; Act No. 241 
Sept. 13, 1946; Act No. Feb. 14, 1948 and Act No. 
April 1949. 

the problem legal coefficients for monetary adjust- 
ment, see Mancini, Aspects and Problems the Italian 
Stock Market, this Review, No. April 1948, pag. 321 ff. 


for works adjustment and improvement bank 
premises. Hence the existence hidden reserves, the 
extent which impossible for anyone outside the 
bank administrations know and the possibility 
revaluation, which, however, can never have the same 
importance the case non-financial business 


The problem the revaluation these assets should 
carefully studied banks attempt find 
way adjusting their capital the new monetary 
standard and raising its ratio the deposits and cur- 
rent accounts, with the threefold purpose: (@) 
reducing the amount the deposits tied 
compulsory reserves State securities current ac- 
counts with the Bank Italy; increasing the 
line credit that may granted single enter- 
prise (18); (c) reducing the amount the securities 
deposited with the Bank Italy against the 
outstanding volume circular cheques (assegni circo- 


lari) (19). 


12. The process strengthening bank capital, 
which was started 1946, developed 1947 
result of: asset revaluation for monetary adjust- 
ment (in compliance with Act No. 436 May 27, 
1946); cash payments occurring the case 
credit banks» and cooperative banks 
allocation reserve funds current profits. 
this manner the net worth the banks whole 
rose from 7,344 millions 1938 over 18,700 millions 
the end 1947. The same trend continued 1948 
(from 18,766 22,755 million lire). But the greatest 
capital and reserve increase 14,388 million lire 
was 1949. occurred all sectors the Italian 
credit system, and particular that banks 
national interest and ordinary credit banks which 
were able effect revaluation for monetary adjust- 


(18) Under present regulations, bank allowed grant 
client line credit and not exceeding 20% 
the amount bank capital, For grants above this ratio the 
authorization the Bank Italy required, 

payable order issued bank against payment the 
equivalent cash, The bank responsible for the payment 
the «assegno This the difference with common 
cheque: fact bank under obligation cash cheque 
the guarantee the issuing bank, the assegno circolare 
instrument payment quite generally accepted. may 
issued only some authorized banks, after they have deposited 
special reserve fund with the Bank Italy for amount 
equivalent 40% the average circulation drafts during 
every two-month the end the period the 
circulation exceeds the the issuing 
bank, additional cover must deposited for amount 
equivalent the surplus (at present this reserve 
only 60% the surplus compared with the amount which 
was circulation September 30, 1947). 
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ment, availing themselves the provisions issued 
Act No. Feb. 14, 1948. 

further strengthening bank net worth 
million lire especially pertaining public 
law credit institutes» and «ordinary banks» took 
place during 1950 due, for the amount 3,032 mil- 
lion lire the increase capital and for the amount 
6,595 million lire the increase reserve funds. 

the whole, the contribution brought revalua- 
tion for monetary adjustment the capital funds 
the Italian banking system the period 1946-1950 
has been calculated amount 3,337 million lire: 
only 10% the total increase (33,015 million lire) 
banks’ net worth occurred the last four years 
(See Table IX). 


REVALUATIONS FOR MONETARY ADJUSTMENT 
(millions lire) 


Revalued Items Assignment 

revalued items 

tions 


Source: Report for 1950 the Bank Italy. 


December 1950 the total capital accounts the 
Italian banking system 44,770 million lire rea- 
ched average barely 6.37 times the 1938 level, 
whereas deposits and current accounts had increased 
40.2 times; the comparative rate increase for capital 
and deposits differed widely from one group banks 


another: 


Increases deposits and 
Public law credit institutes 5-55 58.6 
Banks national 3.87 37.2 
Ordinary credit banks 10,87 59.6 
People’s cooperative banks 41.6 
Savings banks and pledge 
25.1 


short, despite the efforts made the banks, 
the results the whole are modest far. The low 
coefficients for monetary adjustment established the 


law (20) and their limited application have not per- 
mitted the full revaluation bank assets, nor has 
the flow fresh capital (and the ploughing back 
profits) been proportionate the steady increase 
deposits. 


Revaluation Possibilities Bank Capital. 


13. What results might obtained with full 
revaluation bank assets? 
has already been said, the assets consi- 
dered for this purpose are: 
the share portfolio; 
participations; 
premises; 
furniture and equipment. 
Let examine these items for the several banking 
groups. 
14. Share Portfolio. 


The share portfolio, consisting mainly assets 
not the nature participations, followed the trend 
shown Table between 1938 and 1950 the 
five sectors the Italian banking system. 

can seen, the total nominal value banks’ 
share holdings remained practically 
ween 1938 and 1946, subsequently starting rise, 
conformity with the revaluation process for monetary 
adjustment, until 1950 they reached times the 
1938 level. Now, consider that the market value 
said shares was about twice their face value 1938 
and about three times the end 1950, after having 
exceeded times 1947-48, permissible assu- 
that the share portfolio not liable appreciable 
revaluation. Undoubtedly the bank’s share portfolios 
contain securities which, view the prudential 
standards evaluation adopted, deserve revalued; 
but any case these are values which, compared with 
total assets, are little importance and would there- 
fore give very modest contribution. 


15. 

The Banking Law 1936 forbade banks have 
participations commercial and industrial enterprises, 

This ban, however, not extended some public 
law credit which have continued hold 
and acquire participations some enterprises 
industrial nature public interest Southern 
Italy. But, with this exception, all other banks now 


(20) Maximum: times the 1938 values, against 
increase times wholesale prices (on Dec. 1950). 
posals for raising the revaluation coefficient now force (to 
maximum times?) are now pending government 
circles. 
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possess only participations other national foreign 
credit Institutes. 

The participations considered are therefore: 

bank participations; 
sundry participations; 
foreign participations. 

Their trend during the past years given, for the 
whole Italian banking system, Table can 
seen, the most striking increases occurred recent 
years; they may attributed, least partly, the 


SHARE PORTFOLIO, PARTICIPATIONS AND PREMISES 
ITALIAN BANKING SYSTEM 


(millions lire) 


year portfolio (a) Premises 
1938 696 784 1,564 
1939 603 761 1,509 
613 1,644 
1942 581 1,674 1,200 
944 1,750 1,531 
1948 5,015 6,033 
1949 8,979 
1950 6,500 11,740 


(a) Nominal value. 
Bollettino the Bank Italy. 


capital increases carried out controlled enterprises. 
The trend varied widely from one group banks 
another. 

the sector public law credit institutes 
which, have seen, the only one which 
some banks hold industrial participations, revalua- 
tion might possible, particularly when the parti- 
cipations were acquired prior the war and are still 
entered their original values. impossible, how- 
ever, give reliable calculations this matter, 
since would necessary know the nature 
each participation, the economic and capital situation 
the enterprises controlled and their manage- 
ments, etc. 

far bank participations are concerned, reva- 
luation may considered differing degrees, ac- 
cording whether they refer Italian foreign 
banks. are opinion that revaluation not 
possible for the former since Italian banks, shall 
soon show, have intrinsic revaluation possibilities 
with regard their capital. For participations 
foreign banks which are still entered the balance- 


sheets Italian banks the old exchange rates 
revaluation possibilities are greater owing the chan- 
ged rate exchange, but not likely important. 


16. Premises. 


The most suitable sector for full revaluation that 
banks’ real estate the item which has suffered 
least from the process monetary devaluation. Re- 
valuation possibilities are enhanced the usage 
considering all works improvement, adjustment and 
embellishment operating costs fully covered 
current profits. 

Limiting our considerations the values indicated 
bank balance-sheets, since obviously impossible 
take hidden reserves into account, the immovable 
property banks returned the Bank Italy 
followed the trend shown XII between 1938 
and today. 

The increase recorded recent years mostly due 
new purchases immovable property, but for the 
two sectors ordinary credit banks and people’s 
cooperative banks partly due revaluation for 
monetary adjustment carried out compliance with 
the legal conversion coefficients. 

Obviously the data given represent accountancy 
values which, things are present, owing the 
changes the purchasing power money, not 
give any precise indication the real value the 
banks’ immovable property. 


17. revaluation bank premises might 
carried out according one another the 
following criteria, which lead very different results: 


could only give very limited results. fact, 
revaluing the immovable property owned Italian 
banks 1920 (worth about 450 millions) 
subsequent increases September 1950 the 
basis the aforesaid coefficients (21), the following 
approximate credit balances are obtained: 


(21) The coefficients for monetary revaluation caloulated 
compliance with legal provisions are the following: 


Year 1920 36.3582544738 Year 1924 25.1626318632 


from 1927 October 1936 30.42 


North and South 
the Gothic Line 
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Public law credit institutes 12,015 millions 


People’s cooperative banks 
Savings banks and cat. pledge 


Total 46,564 millions 


One might also conjecture revaluation the 
basis the general index numbers for wholesale prices 
(at September 1950, 58.88 times the 1938 level). 

Following this principle, the credit balances 
revaluation would increase considerably, reaching the 
following amounts: 


Public law credit institutes 
Banks national interest 
Savings banks and pledge banks 


13,738 millions 


Total 79,577 millions 


should remarked that, having taken the values 
the 1938 balance-sheet set forth XII 
conversion basis this case, have not considered 
the revaluation indices for the years 1927 and 1936 
and the process amortization already under way 
the preceding years, which might raise the figures 
have obtained even higher. 


Lastly, possible conjecture full revalua- 
tion the basis the changes the value the 
lira resulting from: 

the gold price between December 31, 1920 and 
December 21, 1927; 


the law relating the stabilization the lira 
(Act No. 2325 December 21, 1927) for the period 
going from December 22, 1927 October 1936; 

the law relating the alignment the lira 
(Act No. 1745 October 1936) for the period going 
from October 1936 December 31, 1938; 

wholesale price indexes between January 1939 
and September 30, 1950. 

suitable computations were performed com- 
pliance with the foregoing principles, the credit 
balances revaluation might the following: 


Public law credit institutes 36,749 millions 


Ordinary credit banks 
People’s cooperative banks 16,421 
Savings banks and rst cat. pledge 

banks 31,998 


Total 139,720 millions 


The conversion computations not course take 
into account certain phenomena truly economic 
nature reflecting the property market and 
the process amortization under way, which would 
probably modify the results have obtained. 


18. Furniture and Equipment. 


The praiseworthy administrative custom adopted 
banks considering purchases furniture, calcu- 
lating machines, mechanical equipment for account- 
ancy, etc. operating costs helps form hidden 
reserves, the extent which unknown. But said 
articles are subject great wear and tear, the value 
these reserves, compared with total assets, could 
hardly noteworthy. For this reason quite apart 
from obvious principles cautious management 


they ought overlooked. 
19. Hidden Reserves. 


The survey have made far revaluable 
assets has not yet exhausted the possibilities the 
reintegration bank 

The integrity the latter further safeguarded 
the formation hidden reserves resulting from 
prudential evaluations the several bank assets. But 
just because their particular nature, not advi- 
sable reveal them through revaluation. Moreover 
would very difficult task determine their 
extent, owing the divergent evaluation principles 
subjective nature adopted banks and 
their variability even within the same bank from one 
year another. any case, the possible margin 
revaluation necessarily low, these reserves usually 
result from under-estimation security holdings, 
bearing for the most part fixed income and having 
market value about par. 

Besides the case reserves resulting from the 
under-estimation asset items, mention must also 
made the hidden profits concealed among liability 
items. the case most banks, these too, however, 
are not such magnitude render equivalent 
and manifest revaluation capital advisable. 


Vi. The Reconstitution Staff Retirement 
Funds. 


20. order for the problem the revaluation 
bank capital find complete solution, not only 
the assets liable monetary adjustment must con- 
sidered, but also the liabilities consisting charges 
which have adjusted the conditions existing 
the moment payment and which consequently 
are also affected monetary vicissitudes. 

Under this heading find the indemnities due 
bank employees when their employment comes 
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end, for the payment which the banks have con- 
stitute suitable retirement funds. 

The formation these funds without 
responding investment estate which was 
not allowed the case Italian banks has 
had detrimental effect their real vaiue. 
fact, while the indemnities due the staff have 
increased proportion the rise salaries con- 
nected with inflationary developments, the value 
the assets allocated has not followed the same trend 
owing the fact that for their very nature they are not 
liable revaluation for monetary adjustment, Conse- 
quently, things are present, the value the 
retirement funds the banking system whole 
not proportion the amount indemnities due 
the staff the basis present salaries and seniority. 


21. Regarding the calculation staff retirement 
funds, Prof. Saraceno remarked (22): 

supposing that each employee administers 
average deposit quota equivalent 15-20 times his 
yearly salary and taking the average seniority the 
personnel 10-15 years, the staff retirement fund 
equal 3-5 per cent the deposits 

Following this principle and making allowance for 
the fact that the total amount bank deposits about 
2,234 billion lire (Dec. 1950) might assumed that 
the staff liquidation fund for the whole Italian bank 
system should fluctuate between minimum and 
maximum about billion lire. 

Perhaps this computation optimistic. If, 
would appear, the number bank employees amounts 
years for one third, from years for another 
third and over years for the remainder and the 
average retirement indemnity present about 
1,500,000 lire per employee, the total volume the 
retirement funds which should indicated the 
balance-sheets Italian banks should about 125 
billion lire; instead bank returns showed total 
24,611 million lire December 31, 1950. 

These figures, repeat, are based mainly 
suppositions and must therefore considered only 
broadly indicative. likely, however, that the 
Italian banking system whole would require 
further allocations not far from one hundred billion 
lire reconstitute the retirement funds for the bank 
staff now service. And, since, rebus sic stantibus, 
would not possible generally speaking, cover 
this gap with current profits, any capital revaluation 
would have first all allocated this purpose. 

Are the credit balances resulting from capital re- 
valuation likely sufficient for the reconstitution 


(22) See banca credito Milan, 
1949, 


o 


staff retirement answer depends largely 

the criteria followed asset revaluation. 
assume that revaluation sources are provided exclusi- 
vely real estate items, the balances thus attainable 
would absorbed the reconstitution 
staff retirement funds, should they computed 
total amount about billion lire the basis the 
index number for wholesale prices (hypothesis b). 
the other hand, the case full revaluation such 
was conjectured under hypothesis (c), margin 
would very probably remain. 


Vil. Conclusions. 


22. the latter alternative excluded for 
reasons extreme caution, one might affirm: that 
immovable property assets which may certainly 
revalued are offset liabilities which, adjusted the 
present cost and the seniority the staff, would 
probably absorb the whole such revaluation balan- 
ces; that bank capital, consequently, could not 
expect any conspicuous contribution from revaluation 
for monetary adjustment, 

These remarks which might complicated 
the previously mentioned divergencies conditions 
between groups banks and from one bank another 
and the consequent necessity adopting appro- 
priate minimum common denominator show that 
any realistic possibility rapid improvements the 
present capital-deposit ratio excluded. There- 
fore, the burden strengthening capital accounts will 
fall largely banks’ current profits, which increased 
considerably 1948, 1949 and 1950 and which the 
capital adjustment efforts made the banking 
system recent years with results that are favou- 
rable the whole but vary from group group and 
from bank bank were founded. undoubtedly 
necessary persist these efforts attain 
capital endowments more keeping with the impor- 
tance and expansion banking activities both 
home and abroad. things are present, however, 
out the question for banks set themselves 
pre-war capital-deposit ratios target, owing the 
expansion which has occurred deposits and current 
accounts and increased operating costs; furthermore 
said ratios would unnecessary situation like 
the present when the interests depositors are gua- 
ranteed many public controls. 

Wishing indicate realistic and the same 
time technically adequate proportion, one might consi- 
der average capital-deposit ratio from per 
cent. However, since the Italian banking system 
whole below these might sufficient: 


Bank Capital Italy 


reach intermediary ratio between the 
legal pre-war ratio and the present average 

view the changed economic situation and use for 
purposes control, judging any departure from 
sign that the bank question bad way. 


statement regarding this matter has far been 


made the supervisory authorities. Nevertheless, 
although any comparison capital deposits now 
outdated having been absorbed practice the new 
system compulsory reserves, some term compari- 
son the type mentioned above might integrate, and 
satisfactorily conciliated with, said reserve system, 
were applied the supervisory authorities 
term orientation without rigid formatities. 


Tariff Agreements Torquay 


SERGIO PARBONI 


The Customs Tariff Conference held Torquay 
during the seven months from September 1950 
April, 1951, was some ways more complex and 
laborious than the three preceding ones held Ha- 
vana, Geneva (1947) and Annecy (1949). 

First all the Torquay Conference was larger: 
participants against Annecy and Ge- 
neva and Havana. The tariff negotiations were con- 
ducted not only, Annecy, between the two op- 
posite blocks countries adhering the GATT and 
countries desirous joining (and between 
the several countries this second group), but also 
between the several countries already participating 
GATT and signatories the Annecy protocols. 147 
tariff agreements were stipulated Torquay against 
123 Annecy and 123 Geneva. known, the 
Havana Conference was preparatory one and did 
not lead tariff agreements. 

But the complex nature the Torquay negotia- 
tions arose above all from the agenda the Confe- 
rence which included various items dealing with 
ordinary character, bristling with difficulties: the 
claim for the abolition the discriminatory mea- 
sures force the British Commonwealth against 
imports from the dollar area; requests for one-sided 
tariff reductions presented low tariff countries 
the high tariff ones; the proposed establishment 
Committee and Secretariate permanent cha- 
racter with fairly wide deliberative powers not subject 
tions, etc. 

The more binding and conclusive debates were 
those dealing with the obligation not amend 
withdraw for given period the tariff concessions 
granted, without equivalent This 
obligation, already force for the made 
under the previous negotiations, expired when the 
Conference had started (Dec. 31, 1950); the matter 
settled was therefore that renewing for another 
three years (until Dec. 31, 1953) and extending its vali- 
dity the tariff concessions considered Tor- 


quay. This, course, made the Delegations 
very cautious both granting new concessions and 
consolidating those already granted under pre- 
vious protocols, many which were re-examined, 
withdrawn, amended. 

The success obtained the Torquay Conference 
consists the fact that: has consolidated the 
tariff concessions for further period three years, 
after ironing out the many questions compensation 
arising from the withdrawals and the amendments 
the rates already agreed on; spite all difficulties, 
fair progress was made the lowering customs 
barriers. Indeed, the concessions granted Torquay 
are numerically twice many those arranged 
Annecy. 

After the signature the Final Act», which 
took place due official form April 21, 1951, the 
long process ratifying the Torquay Protocol 
now has completed. The Protocol contains the 
list the duties reduced consolidated the se- 
veral countries during the negotiations. will held 
open the head-quarters the U.N.O. for the si- 
gnatures the several countries from May till 
October 20, 1951, during which period the several Par- 
liaments will have enact the ratification laws and 
authorize its signature. The date fixed for the Proto- 
col take effect and with the annexed multila- 
teral tariff conventions the thirtieth day from 
the date signature. The limit fixed for the enfor- 
cement the agreements the several countries, 
including Italy, therefore November 20, 1951. 


Italy stipulated fourteen agreements Torquay 
which eight with other contracting Parties (Benelux, 
Canada, Denmark, Norway, Pakistan, South Rhode- 
sia, the United States, Sweden) and six with the new 
member countries (Austria, the Philippines, Germany, 
Peru, Turkey, Uruguay). 

The agreements widest importance are those 
with Germany and Austria. Those stipulated with the 


| 
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Tariff Agreements Torquay 


United States and Canada are important also, even 
limited scope; nor could have been otherwise, 
they represent the completion the Annecy agree- 
ments. The other agreements are less significance, 
either because they merely complete those An- 
necy, because they are with countries with whom 
Itaiy’s commercial relations are naturally limited. 

Strictly speaking, appreciate the bearing these 
agreements would necessary consider the re- 
ciprocal equivalence the concessions given and 
those obtained, and, therefore, appraise the impor- 
tance each single concession; but this could 
done only approximately even the most experien- 
ced experts trade and market relations. 

The problem yet more complex, for ascer- 
tain the importance any the concessions granted 
Italy, the present situation regards the applica- 
tion the Italian customs tariff has borne 
mind. That tariff came into force July 1950 but 
was applied with some attenuations first period, 
attenuations fully justified the need facilitating 
the transition from the previous tariff based flat 
charges practically consisting valorem 
licence duty (levied also many raw materials), the 
new complicated system valorem duties difteren- 
tiated according the degree which the dutiable 
goods are processed. During this transition period, 
whose duration was originally fixed months, 
i.e. until July 1951, Italy, traditionally faithful 
two column tariff (general and conventional) has now 
had recourse intermediate system which provi- 
des for the application large portion the con- 
ventional duties stipulated Annecy and those ari- 
sing from the provisional application the 
Swiss Avenant July 14, 1950. the case all 
the other items not the subject conventions, she 
has not applied the duties the general tariff but 
has reduced them appropriately using special 
formula. 

If, the other hand, the concessions received 
exchange are considered, should noted that 
important ratio, those granted Austria and 
Germany, are special description owing the 
fact that Germany came Torquay with the draft 
new customs tariff, and Austria, though negotiating 
the basis tariff already force, has neverthe- 
less introduced attenuating measures provisional 
nature for many items. 

Thus, notable number the concessions gran- 
ted Italy and obtained her, not refer the 
duties actually applied, and therefore the general ap- 
praisement the bearing these concessions may 
present special difficulties. 

Nevertheless, appreciation the situation 
whole the following general conclusions. 


The Concessions Granted Italy. 


the g50 Annecy, the 420 duties agreed with 
Switzerland (Avenant, July 14, 1950), and the few du- 
ties agreed with France (Agreement March 
1950) may say that Italy has now almost completed 
the compilation her so-called conventional tariff. 

the 5,200 duties the general tariff, more 
than 2,400 are the conventional tariff, and has 
been reckoned that these cover about two thirds 
the normal total Italy’s imports. 

Thus, practically speaking, the necessary premises 
have been provided which will make possible 
pass, soon will possible, from the stage 
the preliminary that the definitive application 
the customs tariff, after taking the necessary steps for 
the coordination the duties not covered con- 
ventions. 

known, all the duties agreed under the va- 
rious bilateral agreemens stipulated Torquay, were 
summed single list the close the Con- 
ference. This includes, addition the 
duties agreed result bilateral negotiations, 
150 others arising from the amendments the duties 
already agreed Annecy. 

the aforesaid duties, about two thirds are 
the result the agreement, and most 
the remaining third arise from the agreements with 
Austria, the United States and Benelux, while the 
agreements stipulated with the other ten countries 
provide for limited number Italian concessions. 

The concessions granted -have been classified 
under the several commodity heads which 
they refer, and according the size the reduction 
compared the general duties the duties 
previously agreed on. 

Better appraise the data contained the Table, 
should borne mind that most the conces- 
sions duties included the Sections from 
refer finished products and few semi-manu- 
factures, which the general duties average around 
valorem. This will help appreciate the 
bearing the reductions until points and from 
points the general duty. 

With special reference the numerical distribu- 
tion the concessions over the several sections the 
tariff (column should noted that the greater 
part refer Sections XV, XVI and VI. During the 
Annecy negotiations these three sections gave rise only 
very limited negotiations because they referred 
mainly trade with Germany (works common 
metals, machines, and chemical products) who was 
then absent. 
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The largest contribution the consolidation 
general duties (column has been made Sections 
and VI, covering respectively cutlery and kind- 
red goods and some organic chemicals. 

The largest number concessions are listed 
column No, (concessions small size: points 
less, general duties ranging from per cent.) 
and column No. (concessions more importance: 
ranging from points, mest which are found 
Sections XV, XVI, and XVIII relating works 


importance granted are those relating ceramics, 
glass-ware, and some cutlery articles and steel pro- 
ducts, all which the general duties were consi- 
derably above 30%. 

the case Sections XVI, XVII and XVIII also 
the important duty reductions relate products 
which the level the duties the general tariff 
high (mostly and more). Such are Diesel 
engines, pumps, electric appliances for domestic use, 
accessories for motor-vehicles, tractors, spare parts 


TARIFF CONCESSIONS GRANTED ITALY TORQUAY 
(Classified According Size Reduction) 


! 


common metals, machines, instru- bicycles, instruments for land-surveyors, measuring in- 
ments and apparatus). struments, etc. 


attention should called the data con- Lastly, find Column list some fifty 
tained Column showing the concessions that cases which has been deemed advisable reduce 
make the largest reductions the general duties. duties that had previously been agreed on; but most 
Section there are duties reduced from the general the reductions are small. 
rates 45°/, and (dead poultry, eggs Above all, the data given Table enable 
and cheese from Denmark). Section there are general opinion those lines production 
organic chemical products which the general the negotiations dealt 
considerably higher than the average, the case II, the endeavour has been 
fore the reductions granted, even though marked, define the reduction the level the duties brought 
have not seriously reduced the level protection the concessions made. 
sidered necessary. The percentage given last column Ta- 

Section and the reductions most shows the average reduction made the duties 
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the negotiated items. The conciusions drawn 
from the said percentages should very prudent 
account must taken the number the conces- 
sions granted under each section the tariff and 
their the corresponding volume the 
trade. 

the average, may roughly said that the 
989 general duties have been reduced (pas- 
sing from average one 21.4%). 
Though comparison with Annecy cannot strictly 


REDUCTION TARIFF LEVEL FOR THE ITEMS NEGOTIATED TORQUAY (*) 


Tariff Sections 


Live animals and animal products 
Vegetal products 
Fats, oils, 
Food products 
Mineral products 
Chemical products 
VII Hides and Skins, Furs, etc. 
VIII Synthetic plastics, Indiarubber 
Timber, Cork, etc. 
Paper, etc. 


Textiles and manufactures 

XII Footwear, Hats, etc. 
XIII Stone, Pottery, Glass-Ware manufactures, etc. 
XIV Pearls, Precious Stones, etc. 


Common Metals and manufactures 
XVI Machines and Apparatus 
XVII Rolling Stock 
XVIII Scientific Instruments 
XIX Arms and 
Inlay Material Works 


more numerous than those granted Annecy (mainly 
because the agreement with Germany whose exports 
traditionally cover wide range products), they 
were contained nevertheless within limits, 
and that the sectors which the reductions were 
most marked are those which the general tariff 
had been criticised for the high rates (1). 

kind the short-dated reactions that the appli- 
cation the new agreed duties are likely produce 


Average general Percentage 
valorem (a) duty valorem (b) 
34-50 16.60 
15-47 12.19 
21.60 
10.60 
22.85 17-41 
27.03 20.93 
21.40 18.53 
53-01 31.66 
34-92 25.08 
26.14 
29.76 21.46 25,8 


(*) The calculations have been made without taking into account the those concessions referring only 
unimportant part the products that are classified the negotiated sub-items 


(a) Average the general duties the negotiated items. 


(b) Average the conventional duties reduced Torquay. 


accurate because the different nature the pro- 
ducts mainly dealt with the two tariff sessions, 
yet can said that the average percentage reduction 
agreed duties Annecy was more marked. was 
indeed reckoned 28.57%. 

More interest attaches, course, the partial per- 
centage figures. would show that the Sections 
the Tariff which the reductions have been most 
marked are those relating animal products 
rolling stock machinery pottery and 
glass-ware 

substance, are led the conclusion that 
though the concessions granted Torquay were 


Italian foreign trade. Several phenomena 
exceptional nature have indeed accumulated the 
course few months. the first place, towards 
the end the first half 1950 the imports certain 
goods were forced up, view the enforcement 
the new tariff. the second place, the liberalisation 
European trade coincided with the coming into 
force the new tariff the basis special provi- 
sional formula reducing rates for many items. Lastly, 
the second half 1950 the change the interna- 


(1) The importance the concessions granted 
vely Annecy and Torquay shown 


* 


Tariff Sections 
Live animals and animal products 
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politica] situation undoubtedly reacted the 
trade many commodities. would risky indeed 
expect arrive reliable appraisement the 
basis statistical data affected such abnormal 
factors. 


Food products 
Mineral products 
Chemical products 
VII Hides and Skins, Furs, etc. 
Synthetic plastics, Indiarubber 
Timber, Cork, etc. 
Paper, etc. 
Textiles and manufactures 
XII Footwear, Hats, etc. 
XIII Stone, Pottery, Glass-Ware 
XIV Pearls, Precious Stones, etc. 
Common Metals and manufactures 
XVI Machines and Apparatus 
XVII Rolling Stock 
XVIII Scientific Instruments 
XIX Arms and munitions 
Inlay Material Works 
XXI Objects Art and for Collections 


REDUCTIONS TARIFF LEVEL FOR THE ITEMS NEGOTIATED ANNECY AND TORQUAY (a) 


sion that the agreements stipulated may more 
less unfavourable her. Indeed, Italy has highly 
discriminated tariff, while the export interests she has 
safeguard obtaining reduced duties are generally 
centralized small number commodities; more- 


Average general «conventional» 
valorem duty valorem 
24.17 14.86 38.52 
20.40 14.52 28.83 
17-75 13.81 22.20 
33-65 20.23 
8.29 6.11 26.30 
27-98 21.60 22.81 
23.80 19.66 17.40 
29.66 31.37 27-95 
22.73 16.70 26.53 
18.65 23.48 
42.66 27-79 
21.27 
29-43 21.91 
23-16 34-56 
53-28 31.40 41.07 
25.18 30.06 
36-37 
33-33 24-75 25-74 
28.44 20. 27.68 


(a) The calculations Table have been made according the criteria outlined the foot-note Table The same 
rule has been followed making the calculation that has led fixing the percentage reduction the level the 


customs’ tariff for the items agreed Annecy. 


The Tariff Concessions Granted Italy. 


far, have been speaking the concessions 
made Italy. must now give glance the 
concessions she has obtained return. And here 
must premise our remarks general consideration. 
The concessions obtained can catalogued num- 
ber and average percentages and compared with the 
respective data for the concessions granted, but caution 
must used drawing conclusions from such 
balance-sheet. doing must bear mind the 
diverse structure the tariff the countries with 
whom Italy negotiated, the different level their du- 
ties, and the special composition Italian export 
trade. The fact that Italy has made more numerous 
concessions than she has obtained, that the percen- 
tage reduction Italian duties has been higher than 
those obtained return, does not justify the conclu- 


over, when she dealing with country whose customs’ 
tariff provides for moderate level duties, the fact 
that she secures duty consolidation moderate reduc- 
may represent important gain. 

Substantially, the more important concessions 
obtained Torquay are those relating Germany, 
Austria, and the United States. 

The negotiations with West Germany have been 
characterized the fact that that country has discus- 
sed the basis customs draft differing substan- 
tially from the old pre-war one, both the matter 
nomenclature (revised according the international 
project the Study Group for European Customs 
Union) and the nature the duties, which are 
valorem instead specific the old tariff. 
the basis this draft, now before the West German 
parliament for adoption, Germany stipulated agree- 
ments with the countries participating the Torquay 


Italy’s Tariff Agreements Torquay 


Conference, reducing consolidating 1290 duties, 
being high percentage the total, which 192 
direct agreements with Italy. these, some 120 
duties refer fresh fruit and vegetables, other 
farm products, wines, alcoholic beverages, and certain 
products the food industries. The other duties 
relate industrial products, more especially textiles 
and clothing, auto-vehicles etc. the whole, and 
with reference 1950 exports, about Italian 
exports West Germany are covered these direct 
concessions, but the percentage higher when indi- 
rect concessions are taken into account, arising from 
the extension Italy the concessions granted 
other countries. the direct concessions obtained 
Italy are numerically than one third those 
granted Germany with whom Italy has agreed 
nearly 700 duties, the other hand the percentage 
the value exports covered considerably larger 
the case Italy than that Germany. But this 
depends the traditional structure the trade be- 
tween the two countries and the fact that 
the value German exports Italy accounted 
for coal and raw materials. 

Austria has granted 115 direct concessions out 
total 515 granted under the agreements she 
stipulated Torquay. Here again, the Italian exports 


belong almost the same classes those considered 
the agreement with which the 
ment with Austria has other features common, 
the high percentage the items Italian exports 
covered the agreement, and the moderate fercen- 
tage our imports from Austria for which concessions 
have been made, depending mainly the different 
nature the two trade currents. Anyhow, the case 
Austria also difficult appraise the value 
the Austrian concessions most the Austrian duties 
dealt with are not now applied full. 

the whole, the two agreements stipulated with 
West Germany and Austria afford basis for the 
regulation the trade exchanges with those countries, 
basis badly needed, the former treaties, which 
had disciplined the reciprocal customs relations during 
the interval between the two world wars, had lapsed. 

Special importance attaches the concessions ob- 
tained the basis the agreement with the United 
States bear mind that completes the arrange- 
ments made Annecy and therefore rather 
limited scope. Nevertheless, the new concessions 
obtained, some which secure appreciable reductions 
when referred the high general level the duties, 
cover about the value Italian exports the 
United States 1950. 


The Plans for the Development Depressed Areas 


and the Supremacy the Western World 


CORRADO GINI 


all know, Truman’s Point advocates the 
development depressed backward areas (1). 

What are the reasons given? What the real motives? 
And what will the effects? 

The reasons given are stamped with the mark 
unqualified altruism. the duty Western civi- 
lisation relieve the conditions inferiority affecting 
large part mankind. This action will raise 
the economic and cultural level those people, in- 
crease their purchasing power, stimulate international 
trade, and will contribute prosperity and interna- 
tional peace. 

widespread impression prevails that beneath these 
reasons lurk motives purely egoistic description. 
enable the Western machinery for production and espe- 
cially that the United States steer clear the 
depression threatening owing the lack outlets 
for its over-production, opening new markets. 

The difference between the alleged reasons and the 
real motives provides grounds for repeating once more 
that accusation double-dealing with which Western 
Civilisation charged. 

But matter fact the contradiction between 
the reasons offered and the motives attributed Point 
only apparent. There can doubt that the 
economic development depressed backward areas 
could alleviate eliminate depression due over- 
production, affecting some Western Countries and 
more especially the United States America, but 
less certain that the development those 
areas would their economic advantage, and that 
this would react their level culture; and 
also certain that world economy whole would 


benefit thereby. 


Therefore, the special point view and the cosmo- 


(1) Truman’s Point only the first and better known 
among the plans for the the depressed areas. 
has been followed the Colombo Plan, the Gray Report, 
the Rockefeller Report, 


politan one coincide fully, and this should not 
reason for criticising but rather for approving and 
appreciating the proposal. For may well repeat 
with the poet that omne tulit punctum who succeeds 
harmonising personal with general interest. 

Nor should the fact that plan originating the 
need satisfying some special interests presented 
inspired reasons satisfying general interest, 
cause surprise justify accusations hypocrisy. 
Psychologists and sociologists now admit that instinct 
the basis all human conduct, which deceive 
ourselves into believing purely rational, and among 
instincts the fundamental ones are those selfpreser- 
vation and reproduction. The feelings and interests 
that spring from these, and which not always rise 
from the depths the subliminal mind the 
conscious surface, are the propelling springs hu- 
man action; while reason afterwards justifies them 
motives keeping with the systems the 
civilisation the period and with the needs 
particular society, thus giving rise behavior which 
apparently rational but reality only rationali- 
sed (2). 

This providential mechanism which allows 
coordinating individual instincts irrepressible mani- 
festations the needs the species with social 
ideals that are, after all, nothing else than the expres- 
sion widely felt collective need. can truly 
said that they make possible fit individual needs 
into the needs the community. 

The effects that may arise from the application 
Point are more open discussion. 

They will differ from one area another the 
effects will depend whether depression the result 
disequilibrium between the several factors the 


(2) See especially Prime linee Patologia Economica, fourth 
edition, Giuffré, Milan, 1935. The fifth edition, considerably 
enlarged, under press the Unione Tipografico-Editrice 
rinese, 
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economy, the backward condition area 
which those factors are balanced. 

the first case, the disequilibrium may tempo- 
rary, was the case many countries after the 
destructions caused the late war. such cases 
equilibrium should have been reestablished the 
Marshall Plan, but for those countries for which that 
Plan has not fully attained its purpose, evident 
that the assistance contemplated Point cannot 
but helpful. 

There are many other countries which the dise- 
quilibrium chronic, depending population 
excess available resources. This gives rise emi- 
gration which bleeds the national economy, for has 
meet the cost the up-bringing the new gene- 
rations who, when they reach productive age, take 
elsewhere the fruits their labor which, under the 
most favourable conditions, they only remit 
part their own country. Such the case almost 
all the countries the Mediterranean Basin and 
South-West Asia. 

Undoubtedly investments which would allow 
economic development such give employment 
the super-abundant population, would decisive 
importance for them and would make important 
contribution world economy would increase the 
purchasing power the international market and 
would iron out causes international friction; demo- 
graphic pressure would thus alleviated together with 
the dissatisfaction which gives rise result 
the barriers many countries raise against emigration. 

Therefore the case areas state economic 
disequilibrium, the application the Truman’s Point 
would help restore the balance. 

Its effects backward areas now state eco- 
nomic equilibrium would others. Such areas should 
offer the chief field for the application the Truman 
plan. here question vast tropical and equa- 
torial areas several continents that should aroused 
from their torpor and introduced into the circle 
international civilisation and economy. They are 
with few exceptions areas that have for long 
time past been brought under the rule European 
but that have not been populated them 
because climatic difficulties, they have been 
unwilling open immigrants from Middle and 
Far Eastern Asia who would have liked there. 
And now that their demographic expansion has 
greatly decreased, the Western peoples would less 
than ever populate them. 

The barriers raised against Asian immigration have 
aroused among those populations dissatisfaction. Prof. 
Mukerjee the University Lucknow has voiced 
this book Migrant Asia published the Ita- 


lian Committee for the study population problems 
which have written comprehensive preface (3). 

Mukerjee points out that India, China, Japan, and 
Indonesia account for more than half the human 
family, forcibly restricted very limited territory. 
wrong Mukerjee says speak the Yellow 


Peril. the White that should spoken of. 


The Whites are the cause the crisis, because they 
prevent the expansion the Asians who are econo- 
mically more profitably because they consume less than 
the Westerners and are more adaptable tropical cli- 
mates. tyrannical the part the Wester- 
ners prevent the immigration the Asians into 
territories that they themselves are unable develop 
adequately. The same reasons that justified the 
Westerners occupying, the name progress, the 
lands held primitive peoples who were found inca- 
pable putting their natural resources good use, 
justify the Asians taking the place the Wester- 
ners who have failed fulfil their civilising mission. 

should noted that Mukerjee neither com- 
munist nor excited nationalist averse priori 
Western civilisation and its ideology internatio- 
nal collaboration. recognises the value the work 
done the Westerners promoting the progress 
the East, but opinion that they have now 
fulfilled their mission and should make way for the 
Asians those parts where the latter could better 
than they. 

Mukerjee has won himself recognised position 
present day international circles and has been entrusted 
with important duties the U.N.O. 

must state that not fully share his views. 
preafce his book-I have noted that larger 
per capita yield the same level consumption 
should not the rule adopted deciding whether 
one other population preferable. Account should 
also taken organising <apacity, possessed the 
Westerners higher degree than the Asians, 

given territory which 10,000 Westerners live 
would provide living for 50,000 Asians this would 
undoubtedly advantage other conditions remai- 
ning equal; but those Westerners can organise 
local production that, after meeting the needs con- 
sumption, surplus remains that the country can 
exchange with others, not only its own advantage 
but also that the foreign countries, thus giving 
rise higher standard living, impartial obser- 
ver cannot disregard this circumstance. 

The point view the Asian that the 
mers, and should certainly taken into account; but 


(3) RapHakamat Migrant Asia, with Introduc- 
Distribution Population and Raw Materials, Comitato Italiano 
per Studio dei problemi della Rome, 1936. 
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should tempered that the producers which 
that the Westerners. 

Truman’s Point has view above all the pro- 
ducer’s viewpoint; its purpose precisely that 
raising the level production. 

And here should remembered that for some 
time past many are placing great hopes the develop- 
ment the tropical and equatorial countries. 

has been the control cold said 
that has led the progress modern civilisation, 
allowing the populations the North European 
areas handicapped the severity the climate, 
make their full contribution and opening them the 
colonisation the cold countries America and Asia. 
Civilisation will make further stride forward the 
day which now seems near when 
progress will make possible control heat. 

This comparison does not however seem 
fully justified. 

Should technological progress the field air 
conditioning make possible heat, has 
been done the case cold, the interior dwel- 
lings, like control the open air, where funda- 
mental activities, and first all agricultural ones, must 
carried on, seems much more problematic. 

the other hand, the physiological effects heat 
human energy differ from those cold; the latter 
stimulates while the former depresses the manifesta- 
tions human activity. 

European races seem above all unsuited open 
air work hot climates, that the economic develop- 
ment the now depressed tropical and equatorial 
areas will obviously impossible the scale desired 
unless there large increase the numbers the 
native populations mass immigration the Asian 
ones. 

But may asked would not this 
happy solution, which would reconcile the European 
wish for with the Asian consumption? 

Even agree that this would advantageous 
should not blind the direct danger that such 
solution would present for the European races, and 
the indirect danger for world long 
their hands. There already numerical 
disparity between the populations European origin 
and the others they themselves have introduced into 
the international community. The European races 
now represent less than half the population the 
world, and the application Truman’s Point 
tropical and equatorial countries, developing their po- 
pulation either the natural increase the natives 
the immigration from Eastern countries, would 
only accentuate the numerical inferiority the Euro- 
pean races and would make impossible for them 


maintain the preminence they are now laboriously 
defending. 

And here opportune recall that, Euro- 
peans are now difficult situation, this due 
the fact that they have followed past centuries 
similar policy similar its aims diverse its 
means towards the stationary society Asia. 

India, China, Japan, Indochina, Indonesia were 
living, past centuries when they first came into 
contact with the Western peoples, regime com- 
mercial isolation and static conditions from demo- 
graphic and economic point view. They affor- 
ded example the hypothesis contemplated 
the Malthusian theory. The growth population 
had reached the subsistence limit, per capita consump- 
tion was very low and demographic density very 
high. 

The Western peoples, then possessed great 
expansive power, both and demographi- 
cally, did not suffer exclusion from those markets 
which were susceptible becoming profitable outlets 
for their products, and the name economic pro- 
gress they forcibly compelled those countries open 
their frontiers them. 

The commercial currents thus started and the in- 
troduction the hygiene the West have resulted 
the overthrow the traditional equilibrium the 
East. The subsistence limit has been raised, the death 
rate has been lowered, and those have been 
stanted the path towards new demographic and 
economic level that has not yet been reached. 

The Western populations have obtained from trade 
with Asia the economic results they hoped for, but 
little little the growth the Asian populations 
caused them has reached such point that they 
are pressing heavily the peoples the West. This 
pressure all the more severe the territories sur- 
rounding the Eastern peoples (Siberia, Australia, New 
Zealand, Afghanistan, Persia, Canada, etc.) are scantily 
peopled. Hence the Yellow Peril, against which the 
Westerners have set the barriers immigration 
restrictions, causing, has been said, violent reac- 
tions. The Asian not deny their spo- 
kesman, Mukerjee, indeed gives explicit recognision 
the credit due the Westerners for bringing about 
the progress the East, but they demand that these 
said Westerners should not try escape from the conse- 
quences which their action has given rise. 

The experience the past should therefore make 
the advocates Truman’s Point cautious the 
dangers which its application may give rise. 

certain that the Westerners cannot expect 
dominate the world forever, and sooner later they 
will have make way for younger races, handing 


- 
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them the torch progress and the direction 
the human lot. 

natural mechanism, illustrated several 
occasions, tends indeed assure the transmission 
the civilisation the older the younger races, 
enabling the latter filter into the lower strata 
the former, where they propagate and gradually rise 
the higher strata, assimilating the culture and 
gradually transforming the racial composition and 
demographic structure the nation (4). 

Unfortunately, the Western peoples have interfe- 
red with this mechanism two ways, the one 
hand accelerating the development the less ci- 
vilised peoples, the other preventing the infil- 
tration the latter into the territories they occupy 
control. Thus today, when the time not yet ripe 
for torch civilisation pass from the hands the 
Westerners that the Easterners, the latter are 
crowding impatiently and threateningly the gates 
the territories controlled Europe, claiming 
succession that probably would mark arrest not 
backward step the march human progress. 

The application Truman’s Point tropical 
and equatorial lands would only aggravate the situa- 
tion, making the expansion immature populations 
inevitable. 

any lesson can drawn from all this, 
that nature should not forced. This does not mean 
that man should remain inert his dealings with 


‘her, but should realise that cannot drastically 


interfere with her mode procedure without injuring 
himself. may hope for success satisfied 
with modifying her trend within certain limits, ge- 
nerally rather narrow ones, and should also bear 
mind the need avoiding acting one factor 
only or, still worse, acting several factors 
contradictory manner. All essential factors should 
acted harmoniously and coordinated manner. 

And here feel impelled express some melan- 
cholyc considerations the intimate causes the 
decadence the bourgeoisie. 

Its characteristic defects are unfortunately vulga- 
rity, roughness and short sightedness. 


(4) See especially The Cyclical Rise and Fall 
Population The University Chicago Press, Chicago, 
1930, pages 57-59 (Italian edition somewhat enlarged under the 
title Nascita, Evoluzione Morte delle Nazioni, University 
Rome, 1930, pages 48-49), but also diverso accrescimento 
delle classi sociali concentrazione della ricchezza, 
nale degli Rome, January 1909; Fattori latenti 
delle guerre, Rivista Italiana Sociologia Rome, January- 
February 1915, reprinted Problemi sociologici della guerra, 
Zanichelli, Bologna 1921; leggi evoluzione delle popola- 
Economia Trieste, December 1924; Les mouvements 
population, Paris, Revue d’Hygiéne 1927; basi scien- 
tifiche della politica della popolazione, University Rome, 
pages 262-267. 


These defects arise moreover from its origins. The 
bourgeoisie was formed meet commercial needs and 
has preserved the mentality and the ethics traders. 
characterised the love profit and the spirit 
competition, anxious for quick returns, for which 
willing sacrifice interests longer date, that 
often incapable foreseeing; indifferent not 
contemptuous all ideals, incapable understanding 
that ideals are not the creatures poet’s imagina- 
tion, nor fanciful minds out touch with reality, 
but the farseeing results the long experience 
the nations. deaf all appeals solidarity and 
ready the contrary enter into relations with the 
other side doing can get the better 
competitor. 

are still too much influenced admiration for 
the unprecedented progress achieved 
geoisie during century and half supremacy, 
and not realise the importance the liability side 
the balance-sheet its world dominion. But those 
who have come contact with some exponents 
Asian civilisation and with some genuine representa- 
tives the ancient nobility realise the feeling re- 
pulsion and disgust that these characteristics the 
bourgeoisie arouse the adepts other 

Apart from all moral considerations, there can 
doubt that the bourgeoisie has been preparing its 
own decadence with its own hands, hastening ag- 
immediate advantage, its own future difficulties. 

The nobility had succeeded with great difficulty 
checking the powerful onward drive the East, stan- 
ding against the incursions the Mongols and the 
Turks, but the bourgeoisie, secure transient trade 
expansion, has have explained revived 
and armed it. 

The bourgeoisie had conquered the cost bril- 
liant efforts political power, but the uncontrolled com- 
petition between its several parties has led admit 
into the fortress the State, before giving them the 
education and training necessary for the exercise 
political rights, ever larger masses people, who 
have been easily captured the very enemies the 
bourgeoisie which now compelled, not yield, 
least come terms with them. 

the first world war the bourgeoisie had 
experienced the dangers that arise from uncontrolled 
economic relations which, under system free com- 
mercial exchanges unaccompanied political guaran- 
ties, bound together increasing measure the several 
nations, while anyone free interrupt will the 
cooperation should suit their immediate interest; 
but soon the hostilities were over, for considera- 
tions immediate profit, devoted all its energies 
reviving, without any precautions, the former system. 
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Even today, when the need positive international 
controls last recognised, this need nevertheless 
subordinated immediate economic interest which 
prevent these controls from working efficiently. 

order find outlet from situation created 
the war which was certainly very embarassing, the 
bourgeois Governments have not hesitated, during the 
second world war ally themselves with the decla- 
red enemyes their regime and what still less 
excusable they have continued for the sake trade 
profit supply them with the means for making 
themselves powerful, even after had become self- 


evident that their subversive plans were world- 
wide scope. Even today the papers notify from time 
time the trade arms carried the bourgeois 
countries with those with which they are virtually 
war. 

from among the bourgeois classes that many 
the leaders the parties who are their irreconci- 
lable enemies have been and are recruited. 

may well ask whether now, the 
red application Truman’s Point IV, our Western 
bourgeoisie, already such grave danger, may not 
digging its grave with its own hands. 
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ITALIAN BUDGET SUMMARY AND OBLIGATIONS 


Table 
lire) 
| | 
| 
July 1950- 
Source: Conto riassuntivo del Tesoro. 
CURRENT REVENUE, MAJOR SOURCES (a) Toble 
Taxation 
Indirect taxes 
Customs duties 
and Consump- 


Consumption ta- 
xes State 


monopolized 


Il. Revenue from 


Other revenue (e) 644.3 2.0 


_ |e | 


Index numbers, 1938- 


(a) Revenue assessed the period, the basis the assessments the end each financial year; (b) Estimates April 
30, 1951; (c) Estimates; (d) Turnover tax (which accounts for about the group), taxation succession, stamp duty, etc.; 
(e) Net income from the national estate and from autonomous public corporations (railways, postal services, etc.). 
Source: Conto riassuntivo del Tesoro. 


ITALIAN DOMESTIC PUBLIC DEBT 


Table 
(milliards lire Index Numbers, 


debt Total domestic 


Redeemable 


and others debt 

counts jof Italy 

100 429 279 188 366 833 2,777 6.9 1,321.9 990 

January 100 579 |1,182 834 716 471 2,021 6,737 2,662.0 1,994 

March 579 839 724 471 2,034 6,780 9.0 2,675.0 2,038 

April 100 579 829 721 471 2,021 6,737 2,662.0 1,994 

May 100 579 839 746 471 2,056 6,853 9.0 2,697.0 2,020 


(a) 
Source: Conto riassuntivo del Tesoro. 
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DEPOSITS AND CURRENT ACCOUNTS ITALIAN BANKS (a) 
(millions lire) 


End Time and Demand Deposits Current Accounts (b) 
— of _ = — 
period Amounts Quarterly Index Amounts Quarterly Index Amounts Quarterly Index 
| | | | 


(a) The data refer 365 banks (commercial and savings banks) which hold about the total deposits collected all 
Italian Interbank current accounts are excluded, 


DEPOSITS, CURRENT ACCOUNTS AND ASSETS ITALIAN BANKS (a) Table 
(millions lire) 


New Series 


Items 


Amounts outstanding 


Deposits and current accounts {1,520,278 |1,948,720 |1,999,211 |2,234,906 2,271,054 
Cash and sums available sight 169,048 228,140 186,540 182,352 221,621 178,859 

Fixed deposits with the Treasury and 

deposits and current a/cs 

Fixed deposits with the and 


(a) The data refer 365 banks (commercial and savings banks) which hold about the total deposits collected all 
Italian banks. 

(b) The Bank Italy has revised the quarterly series banking assets, beginning from December 1948, For back figures 
(old see, Recent Banking Developments Italy, this Review, No. 11, 1949, 230-231. 

(c) Treasury bills and other Government Nominal value. 

(d) Includes: bills hand (portafoglio), contango (riporti), advances (anticipazioni), current accounts (conti correnti), loans 
recoverable salaries (prestiti contro cessione stipendio), loans (mutui), current accounts with sections for special 
credits (conti correnti con sezioni speciali), credits abroad (impieghi non-Government securities (titoli non Stato), 


Source: Bollettino the Bank Italy. 
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ADVANCES THE BANKING SYSTEM AND MEDIUM AND LONG-TERM CREDIT INSTITUTES 
(amounts outstanding end period data) 


Categories credit institutes 


Banking system (a) 
Institutes for industrial 
dit (b) 
Institutes for mortgage real- 
estate 
Institutes for agrarian 
Commodity pools 
Land improvement credit 


(a) Includes commercial and savings banks, 


millions 
lire 
5,027 66.1 
8,779 16.3 
11.3 
2,113 
2.4 
100 


milliards 
lire 


milliards 


lire 


100 


Index numbers 


9.0 


58.4 
15.0 


42.0 


=100 


121.2 


143-4 


124.0 


The figures for credits clients given for the banking system this Table 


differ from the data reported Table owing different recording system (see this matter, this Review No. January- 
(b) Includes the Institutes recorded the Table 


March 1946, Explanatory Notes, pag. 


Source: Report the Governor the Bank Italy for 1950. 


ADVANCES THE BANKING SYSTEM, BUSINESS BRANCHES (a) 
(amounts outstanding) 


Business branches 


Public Institutions (Insti- 
tutions for specialized etc. 
activities excluded) 

Banks, exchanges, fin. and 
insurance Cos. 

Transport and communi- 
cations 

Electric Power, gas, water 

Hotels, entertainments 

Building and real estate, 
public works 
tion 

Agriculture and 
ral equipment and 

Cereals, foodstuffs, drink 

10. Wood and related 

11. Non-metallic mineral ores 

12. Steel, metal and engineer- 
ing products 

13. Chemical products 

14. Paper and printing 

15. Hides and skins 

16. Textile products and clo- 

tries 


Personal (professional con- 


laneous services 


Index numbers: 1938=1 


December 31, 1938 


millions 
lire total 
11.81 
319 
286 0.81 
12.02 
8.39 
12.40 
510 1.45 
9°9 2-59 
9-09 
588 1.67 
351 1.00 
576 1.64 
2,238 6.38 
172 0.49 
1,179 3-36 
35,027 100 


(a) Commercial and savings banks. 
Source: Bollettino the Bank Italy. 


millions 


lire 


66,400 


31,500 
7,000 
14,700 


85,400 


328,400 
34,600 
65,400 


143,300 
43,100 
17,500 
36,400 


152,400 
20,600 


65,700 


1,378,200 


39-3 


December 31, 1949 


total 


millions 
lire 


120,632 


66,465 
83,520 


11,657 


116,783 


122,077 
368,625 
2,014 


76,407 


176,074 
21,622 

204,902 


26,108 


47-69 


1,670,723 


December 31, 1950 


total 


7-20 


1.15 


1938=1 


29.14 


12.87 
24-57 
68.77 


36.54 
67.64 


27-73 


41.49 
85.42 
82.38 
84.05 


55-29 
61.60 
76.63 
91-55 
151.79 
65.68 


47-69 


Index numbers 


126.71 


11.89 
125.78 
166.52 
131.61 
136.74 


109.78 
112.24 
121.42 
116.83 


122.87 
123.96 
123-55 
121.26 


134-45 
26.73 
117.87 


121.22 


| 
28.3 1.6 54-7 2.4 
0.50 0.70 | 
| 
2.50 H 2.50 
10.40 
3-10 
2 65 | 2.65 | 
11.05 12.25 
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MEDIUM AND LONG TERM INDUSTRIAL CREDIT, SOURCE LOANS 


(amounts outstanding) Table 
December 31, 1938 December 31, 1949 Deeember 31, 1950 


lire 


lire total lire total 1938=1 


stitute for medium and long 
term industrial credit) 1,192 13.58 51.4 18.72 78.8 20.00 66.1 153-00 

Consorzio per sovvenzioni va- 
lori industriali (Consortium for 


loans industrial values) 1,729 19.69 19.8 18.5 4-70 10.70 93-40 
Consorzio credito per opere 
pubbliche (Credit Consortium 
Istituto credito per imprese 
pubblica utilita (Public Uti- 
lity Credit Institute) 784 8.93 38.1 13.87 44-0 58.81 115-48 
Banca credito finanziario (Me- 
diobanca) (Bank for Financial 
Ente Finanziamenti Industriali 
Special Sections the Banca Na- 
zionale del Lavoro: 
Section for hotel and tourist 
Section for credit minor 
Section for co-operative credit 0.8 0.30 1.0 0.25 125 
Section for cinema 0.48 2.0 0.73 0.88 83.3 175 
Banco Napoli: 
Section for industrial credit 7-9 2.87 13.6 3-45 172.10 
Istituto per sviluppo 
Mezzogiorno for 
the economic development 
Banco Sicilia: 
Section for industrial credit 1.56 6.1 1.55 141.80 
Section for mineral credit 0.43 1.56 0.84 86.8 76.75 
Cassa per credito 
(Institute for credit handicraft) 0.8 0.30 1.3 0.33 162.50 
8,779 100.0 156.5 56.85 210.0 134.18 
Industrial Financing with Funds 


Supplied the Treasury: 
Italian Government 
under the Act No. 449 


che (Engineering Industry 


Fondo Industrie Meccani- 
Fund) 43-6 15.88 46.7 11.86 107.10 
Grants the ship-building 
industry under the Act. No, 
Import Financing from the 
Financing iron industry with 
funds withdrawn from the Lira- 
Export-Import Bank Credit (e) 53-9 19.62 13.63 99-60 
Grand Total, 8,779 100.0 274.6 100.0 393-9 100.0 125.2 


(a) May 1946 appropriation was authorized for making advances industrial enterprises amount mil- 
liard lire, subsequently raised 13, granted through the Mobiliare Italiano. 

(b) September 1947 (D.L. No. 889) the Italian Government decided appropriate milliard lire for financing the 
Italian engineering industry, (See this matter Premises and Tasks the Special Fund for financing the Italian Engineering 
Industry, Tremelloni, this Review, No. October 1947, pag. 169 ff.). 

(c) April 18, 1950 (Act No. 258) the Treasury was authorized withdraw from the Ufficio Italiano dei (Italian 
Exchange Office) the sum million pounds sterling, order finance the imports plants and equipments from the ster- 
ling area, the part Italian industrial companies. 

(d) July 28, 1950 withdrawal from the lira-fund was authorized, 14,2 milliard lire, for financing the Italian Iron Industry. 

known, 1947 the Export-Import Bank granted Italian industry credit about 100 millions dollars. 

Source: Report the Governor the Bank Italy for 
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NEW ISSUES INDUSTRIAL SECURITIES 
(millions lire) 


Stock Companies 


Period 
Current 1938 
1938 1,697 1,697 
1939 2,072 1,987 
1940 1,880 1,545 
1941 1,961 1,444 
1942 1,699 
1943 1,52 669 
1944 575 
1945 498 
1946 329 
1947 62,146 1,205 
86,104 1,582 
1950 65,520 1,336 


» =-Il » » | 


The conversion current 
Institute 


Source: Report the Governor the Bank Italy for 1950. 


FUNDS RAISED THE CREDIT AND CAPITAL MARKET 1950, SOURCES 
(annual increases milliards lire) 


Personal (professional, etc.) 

specialized activities excluded) 

Banks, exchanges, fin. and ins. 

Transport and communications 

Electric power, gas, water 

works, 

ment and supply trades 

Cereals, foodstuffs, drink 

Wood and related products 

11. Non-metallic mineral ores 

12. Steel, metal and engineering products 

13. Chemical products 


N 


economic activity 
for 


Avi 


Hides and skins 
16. Textile products and clothing 
17. Other trades and industries 
18. Retail trade and miscellaneous services 


Total 1950 


/o * 


+ . . 

Total 1948 


Total 1938 (million lire) 

(a) Commercial and savings banks. 
Source: Report the Governor the Bank 


Debentures Institutes 
for medium and 


Debentures long-term credit 
Current 1938 Current 1938 
lire lire (a) lire lire (a) 

107,587 2,081 46,926 
666 47,885 976 
17,216 351 25,198 514 
15.462 22,687 462 


Table 
Total 

Current 1938 
lir: lire (a) 
2,077 2,077 
2,556 2,451 
2,091 1,718 
2,798 2,060 
3,020 1,982 
2,138 
162 
22,147 768 
1,533 
147,076 2,702 
244,093 
146,083 2,978 
72,045 1,469 
74,038 1,509 


lire 1938 lire has been made the basis wholesale price index calculated the Central 


Table 


AND ECONOMIC BRANCHES 


Loans 


Banking 
institutes 
system 
industrial 
credit 
25-4 
17-1 
8.0 22.6 
16.7 
4-7 2.6 
31-4 
10.9 
2.8 
0.5 
11.0 1.8 
32.8 
10.3 | 7-4 
52-5 5-4 
2.1 
11.7 0.6 
292.5 119.3 
54-57 22.26 
323.2 
50.37 14.21 
321.6 91.7 
60.29 17.19 
2,192 974 


Italy for 1950. 


Loans 
institutes Deben- 
for Shares 
and real- tures 
estate credit 
1.5 
5.1 
17.1 1.9 
0.7 
29.6 0.6 1.4 
9-7 
13.3 0.5 
11.2 
0.6 


owooywyn oO 


Total 
25-4 4-7 
1.3 
7-6 
8.0 1.5 
67.1 12.5 
3-9 
5-9 
8.1 1.5 
20.0 
23.8 
1.5 
1.5 
2.2 11.6 
10.6 2.0 
2.6 
536.0 
100.0 
| 
641.6 
100.0 


| | 
| 0.5 
12.22 6.10 
30.0 89.6 107.6 
4-68 13.97 16.77 
9-6 86.1 
340 1,697 
6.49 32-42 6.11 
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NOTE CIRCULATION, PRICES, WAGES AND SHARE QUOTATIONS ITALY Table 
(Indexes, 


Year month Amount (b) iving tati Price 
1950 June 994-2 4,419 4,671 4,823 5,811 1,428.8 775 2,981 


(a) End year month. Includes: Bank Italy notes, Treasury notes, and A-M- (b) Bollettino the Bank 
Italy; (c) Bollettino Mensile Statistica issued the Central Institute Statistics; Business Statistics Centre Florence. 


PRICES AND YIELDS ITALIAN SECURITIES MAIN CATEGORIES Table 
(annual monthly averages) 


Government Securities 


Bonds Treasury Share Securities 

Price Yield Price Yield Price Yield Price Yield Price Yield 

number per an- number per an- per number per an- number per an- 

1938 100.0 5-40 100.0 100.0 100.0 100 5-17 
1946 105.3 5-13 112.1 4-78 98.2 “43 781.7 0.45 
1947 94-4 5-72 98.1 5-59 6.88 86.5 6.16 0.64 
1948 99-4 85.8 6.60 89.2 87.6 6.22 1,319.5 
1949 105.9 5-10 96.1 94-6 5.68 1,517-7 3-97 
December 106.1 5-09 6.20 86.9 6.09 6.04 

January 104.2 89.3 6.34 85.7 6.17 88.8 6.14 1,617.8 5-43 
February 103.3 88.4 6.40 85.5 88.2 6.18 1,688.4 5-46 
March 102.5 5.27 87.6 85.9 6.16 88.0 6.19 1,727.8 6.16 
April 101.3 5-33 86.8 6.52 85.6 6.18 87.6 6.22 1,629.2 6.66 

May 5-34 86.5 6.54 86.2 6.14 87.6 6.22 1,639.9 6.79 
June 101.5 5-32 87.3 6.48 87.1 88.6 1,618.3 7.12 


Source: Bollettino the Bank Italy. 


WHOLESALE PRICES GROUPS COMMODITIES 


Source: Bollettino Mensile Statistica. 
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WAGES AND SALARIES ITALY 
(gross retributions inclusive family allowances) 
(Indexes, 1938=100) 


Categories 1948 1949 1950 
Dec. Dec. Dec. Feb. March April May June 
Industry: 
Ordinary workers and semi- labourers 5,618 5,662 6,113 6,121 6,123 6,323 6,323 
Labourers 6,134 6,163 6,536 6,539 6,540 6,742 6,742 


(a) Administrative grade; (b) Executive grade; (c) Clerical grade; (d) The net remunerations have been reduced since April 
1949 consequence the special deduction made for the Fanfani Plan for housing reconstruction (Act No, 
28-2-1949). 

Source: Bollettino Mensile Statistica. 


NATIONAL INDEX LIVING COST Table 
(Indexes, 1938=100) 


| | | 
1951 January 5,080 6,075 6,710 897 4,805 
March 6,105 7,065 1,258 5,070 
April 6,280 7,129 1,267 5,092 
May 6,297 3,671 1,265 
June 6,412 7,108 1,265 5,108 
Source: Bollettino Mensile Statistica. 
ITALIAN INDUSTRIAL PRODUCTION INDEXES (a) 
Index Total Food til Paper neer- Rubber Power 
iles ber lurgy micals 
ing ores 
1950 Average 134 106 105 123 119 132 160 
1950 March 121 105 118 135 109 132 125 143 148 
June 118 118 103 127 130 119 124 172 
September 125 102 120 135 112 116 130 116 121 146 165 
December 129 100 125 171 106 122 144 134 164 
1951 January 126 145 118 117 134 113 146 160 172 
February 129 109 125 141 120 108 127 144 159 164 
March 140 108 135 141 122 124 128 138 130 163 183 
April 137 132 133 117 136 133 130 162 164 180 
May 135 137 113 118 136 135 171 169 196 
June 137 133 108 112 144 134 164 158 193 


(a) the problem index numbers Italian industrial production, see this Review, No. 16, January-March 1951: 
Note the Index Numbers Italian Industrial Production, pag. 34; National Income, Consumption 
ments Italy, pag. 
Source: Bollettino Mensile 
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ECONOMIC BUDGET: 1949 Table 
Sources the income milliards Uses the income milliards milliards 
Agriculture, fishing fo- 
Transports services 1,519 1,643 durable goods 6,0 75.9 
grants 166 2.23) 216 2.69 
nance 560 560 6.97 
J | | | } 
Gross national income 7,453 8,028 100.00) 
Source: Report the Governor the Bank Italy for 1950. 
ITALY’S IMPORTS AND EXPORTS, 1950 AND 1951 Table 


(milliards lire) 


March 83.1 60.8 22.3 100.3 82.5 17.8 82.2 
Source: Bollettino mensile Statistica. 
EXCHANGE RATES ITALY Table 
(Italian lire for one unit foreign ourrencies) 
dollar sterling franc franc franc crown crown florin mark 
average 624,78 144.19 144.14 1.80 12.71 120.63 87.38 90.46 164.41 148.77 
December 624.83 142.90 142.90 1.785 12.71 120.78 87.38 90.46 164.41 148.77 
February 624.85 1,749.58 142.90 1.785 12.71 120.78 87.48 90.46 164.41 148.77 
March 624.85 1,749.58 142.90 1.785 12.71 120.78 87.48 90.46 164.41 
April 624.86 1,749.61 142.90 1.785 12.50 120.78 87.48 90.46 164.41 148.7 
May 624.87 1,749.63 142.90 1.785 12.50 120.78 87.48 90.46 164.41 148.77 


Source: Bollettino the Bank Italy. 
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